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EXPORT  PROMOTION  PROGRAMS:  HOW  IS 
SMALL  BUSINESS  HELPED? 


WEDNESDAY,  MARCH  29,  1995 

House  of  Representatives, 
Subcommittee  on  Procurement,  Exports, 

AND  Business  Opportunities, 
Committee  on  Small  Business, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice  at  10:10  a.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  Donald  A.  Manzullo 
(chairman  of  the  subcommittee)  presiding. 

Chairman  Manzullo.  Good  morning,  how  are  you  all  today? 
Glad  to  have  you  here.  I  would  like  to  introduce  Eva  Clayton,  who 
is  the  Ranking  Minority  Member  here;  and  Congressman  Bill  Lu- 
ther, from  Minnesota;  and  we  anticipate,  hopefully,  that  more 
Members  will  join  us,  but  we  want  to  get  started. 

To  give  you  a  little  bit  of  a  imique  concept  that  we  would  like 
to  employ  in  our  subcommittee  hearings,  it  is  our  goal  to  limit  a 
hearing  to  1  hour  and  15  minutes,  period.  The  gong  rule  will  be 
in  effect. 

When  the  red  hght  goes  on,  that  means  you  have  to  end  or  I  will 
gong  you  with  this  gavel.  The  reason  for  that  5-minute  rule  is  that 
we  nave  your  written  testimony  and  we  would  like  to  hear  you 
speak  extemporaneously,  leaving  plenty  of  time  for  interaction.  If 
you  would  like  to  ask  each  other  a  question  or  make  a  comment, 
solicited  or  unsolicited  to  each  other,  so  this  flows. 

This  is  our  first  subcommittee  hearing  and  we  will  see  how  that 
unique  system  runs. 

Today  our  subcommittee  will  begin  a  series  of  hearings  on  the 
appropriate  role  and  effectiveness  of  various  Federal  export  pro- 
motion programs,  especially  as  they  impact  small  businesses.  The 
new  Congress  faces  a  monumental  task  of  bringing  down  our  mas- 
sive Federal  budget  deficit  while  trying  to  facilitate  the  creation  of 
good  paying  jobs. 

Congress  has  a  series  of  programs  before  it  that  would  eliminate 
trade  promotion  programs,  transfer  them  over  to  the  State  Depart- 
ment or  combine  all  trade  functions  into  a  Department  of  Trade. 
Some  Members  have  proposed  eliminating  the  Commerce  Depart- 
ment. 

Why  has  Congress  reached  this  juncture?  Partially  because  of  the 
large  number  of  witnesses  here  before  us  today.  There  are  19  agen- 
cies that  have  some  role  in  trade  promotion.  Up  until  recently,  few 
even  talked  to  each  other.  Today  it  is  still  difficult  for  every  agency 
to  sing  from  the  same  song  sheet. 
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The  Department  of  Agriculture  is  not  with  us  this  morning  be- 
cause their  huge  share  of  the  export  promotion  budget  is  a  good 
reason  for  a  separate  hearing  by  itself.  The  budget  for  the  Market 
Promotion  Program  alone  is  almost  as  large  as  the  entire  budget 
for  the  U.S.  Foreign  Commercial  Service. 

The  MPP  subsidizes  foreign  advertisements  of  some  of  the  larg- 
est agricultural  based  operations  in  the  world.  Yet,  according  to  a 
recent  survey  conducted  by  the  Kenan  Institute  of  Private  Enter- 
prise, many  small  manufacturers  still  rely  primarily  on  the  private 
sector  in  exporting.  Something  is  seemingly  not  correct. 

This  is  not  a  time  to  reshuffle  the  status  quo.  We  need  more  than 
a  reinvention  of  Govemment.  It  is  time  to  think  of  radical  solu- 
tions. We  need  to  create  a  one-stop  shop  for  the  entire  Federal  Gov- 
ernment on  trade  matters.  We  must  streamline  where  there  is 
similar  or  duplicate  functions  and  we  must  focus  and  serve  the 
small  business  person,  the  generator  of  most  new  jobs  in  this  coun- 
try. 

Does  the  Ranking  Member  have  an  opening  statement?  And  the 
rest  of  the  subcommittee  can  submit  written  opening  statements 
for  the  record. 

[Mr.  Manzullo's  statement  may  be  found  in  the  appendix.] 

Mrs.  Clayton.  I  do  have  a  statement,  and  if  I  can  ask  that  the 
entire  statement  be  placed  in  the  record,  I  will  summarize  it. 

Chairman  Manzullo.  Without  objection. 

Mrs.  Clayton.  This  is  a  most  urgent  and  important  hearing  and 
compels  us  to  take  a  close  look  at  America's  trade  policy  and  insti- 
tutional responsibilities  for  carrying  out  those  policies.  I  want  to 
thank  you  for  having  it.  I  happen  to  believe  that  the  best  oppor- 
tunity for  growth  in  America  lies  beyond  the  borders  of  the  United 
States.  The  future  of  economic  progress  can  be  found  in  the  global 
marketplace.  The  next  JOBS  Program  will  be  through  export  to  for- 
eign countries. 

I  am  aware  there  are  some  who  question  the  wisdom  of  investing 
in  global  competition  while  expecting  those  investments  to  help  re- 
duce our  balance  of  trade  deficit.  There  are  some  who  believe  the 
return  does  not  justify  the  money  spent.  Those  doubters,  I  believe, 
are  shortsighted. 

I  look  at  the  Pacific  Rim  and  I  see  two-thirds  of  the  world's  com- 
merce. How  can  we  ignored  that?  Or  should  we  ignore  that?  I  look 
at  India  and  I  see  people  who  buy  products  and  services,  with  a 
middle  class  that  is  as  large  as  the  whole  population  of  the  United 
States.  Again,  how  can  we  ignore  that?  Or  should  we  ignore  that? 

I  also  note  there  are  some  who  are  proponents  of  returning  to  the 
past  and  putting  our  foreign  business  operation  back  under  our  for- 
eign diplomacy  operation  in  the  Department  of  State.  I  must  ques- 
tion the  wisdom  of  that  proposal.  Do  we  really  want  to  go  back  to 
a  place  where  Russia  is  beginning  to  depart?  Do  we  really  want  to 
mix  business  and  Grovemment  in  such  a  way  that  the  lines  become 
fuzzy  and  unclear? 

I  happen  to  believe  that  when  nations  do  business  together,  they 
are  less  likely  to  make  war  against  each  other.  When  we  have 
goods,  services  and  people  in  Korea,  we  do  not  have  to  wonder  as 
much  what  is  going  on  in  that  part  of  the  world.  Did  we  push  so 


hard  to  free  South  Africa  only  to  choke  the  free  flow  of  enterprise 
between  that  nation  and  ours; 

The  big  emerging  markets  of  trade  are  in  Asia,  Africa,  Central 
Europe,  and  Latin  America.  I  would  hope  that  this  and  future 
hearings  will  turn  to  how  we  can  best  and  most  effectively  break 
into  these  markets. 

Mr.  Chairman,  thank  you. 

[Mrs.  Clayton's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Thank  you.  I  would  like  to  welcome  our 
vice  chair,  Congressman  Chrysler,  from  Michigan. 

We  will  start,  first  of  all,  with  Lauri  J.  Fitz-Pegado,  and,  remem- 
ber, the  5-minute  rule.  As  all  of  you  testify,  it  is  extremely  impor- 
tant to  try  to  establish  how  your  particular  organization  or  office 
fits  into  the  entire  picture.  So,  please  feel  free  to  make  frequent 
references  to  other  organizations  to  try  to  keep  this  as  tightly  knit 
as  possible. 

TESTIMONY  OF  LAURI  FITZ-PEGADO,  DIRECTOR  GENERAL, 
U.S.  FOREIGN  COMMERCIAL  SERVICE,  DEPARTMENT  OF 
COMMERCE 

Ms.  Fitz-Pegado.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to 
be  here  today  with  my  colleagues  from  the  International  Trade  Ad- 
ministration Assistant  Secretary  for  Trade  Development,  Raymond 
Vickery,  and  Assistant  Secretary  for  International  Economic  Policy, 
Charles  Meissner,  as  well  as  my  colleagues  from  the  Small  Busi- 
ness Administration,  the  Export-Import  Bank  of  the  United  States, 
the  Trade  Development  Agency  and  the  Overseas  Private  Invest- 
ment Corporation. 

First,  Mr.  Chairman,  I  would  like  to  tell  you  about  how  the  agen- 
cies represented  here  today  are  related.  We  represent  a  diverse  vet 
coordinated  group  of  agencies  all  tied  together  under  one  umbrella, 
the  Trade  Promotion  Coordinating  Committee. 

Led  by  Secretary  Brown,  the  TPCC  has  made  dramatic  progress 
toward  truly  integrating  the  Federal  trade  proposals  effort  and  get- 
ting the  Federal  export  promotion  house  in  order.  Each  of  these 
agencies  plays  a  different  role  in  assisting  small-  and  medium-sized 
American  companies  export  their  goods  and  services  abroad. 

For  example,  the  Small  Business  Administration  focuses  on  pro- 
viding financing  for  export-ready  firms  as  well  as  providing  infor- 
mation and  education  to  new  export  or  nonexport-ready  businesses. 
The  Export-Import  Bank  focuses  on  financing  U.S.  exports  when 
the  private  sector  cannot  or  will  not  provide  Uie  necessary  financ- 
ing, or  to  meet  subsidized  financing  from  foreign  governments. 

The  Trade  Development  Agency  focuses  on  infrastructure  and 
major  industrial  projects  in  developing  in  middle  income  countries. 
TDA  also  works  closely  with  foreign  public  and  private  entities  to 
get  U.S.  companies  involved  in  the  early  stages  of  planning  these 
projects  through  feasibility  studies. 

The  Overseas  Private  Investment  Corporation  focuses  on  sup- 
porting private  investment  in  developing  countries  and  emerging 
markets  through  loan  guarantees,  political  risk  insurance,  and 
preinvestment  assistance. 

Within  the  Commerce  Department,  the  International  Trade  Ad- 
ministration spearheads  our  efforts  to  assist  small  businesses.  The 


United  States  and  Foreign  Commercial  Service,  trade  development, 
and  international  economic  policy  units  work  in  close  partnership 
to  advance  U.S.  commercial  interests.  Each  unit  has  a  distinct  con- 
tribution to  the  U.S.  export  promotion  strategy  and  collectively 
form  a  powerful  unified  force  in  support  of  smallbusiness. 

We  work  together  every  day  to  provide  small  businesses  with 
timely  and  specific  market  intelligence,  quality  overseas  business 
contacts,  assistance  with  the  specifics  of  how  to  market  overseas 
and  complete  export  transactions,  and  trade  finance  support.  The 
result  of  our  efforts  is  a  seamless  and  coordinated  ITA  in  which 
three  units  work  in  tandem  to  get  results  for  small  business. 

We  estimate  that  over  the  last  year,  the  International  Trade  Ad- 
ministration facilitated  over  $9  billion  in  sales  for  small  companies, 
which  supported  approximately  180,000  jobs. 

Increasing  small-  and  medium-sized  business  exports  is  at  the 
heart  of  our  national  export  strategy.  Indeed,  we  are  working  with 
the  other  agencies  represented  here  today  as  well  as  our  other 
partners  in  the  19-member  Trade  Promotion  Coordinating  Commit- 
tee to  broaden  and  deepen  the  attention  we  are  paying  to  this  im- 
portant but  underrepresented  export  sector. 

The  Clinton  administration  recognizes  the  overriding  importance 
of  small  business.  Over  the  last  several  years,  U.S.  exports  of  goods 
and  services  accounted  for  over  one-third  of  our  economic  growth. 
Export-related  jobs  grew  eight  times  faster  than  total  employment. 
One  of  the  most  dynamic  sources  of  growth  has  been  the  small 
business  community. 

In  fact,  there  have  been  dramatic  increases  in  both  the  number 
of  small  businesses  exporting  and  the  value  of  these  exports.  They 
generated  an  estimated  $134  billion  in  merchandise  exports  in 
1993,  an  increase  of  84  percent  from  1987.  Moreover,  about  22  per- 
cent more  small  businesses  exported  in  1992  than  in  1987. 

Let  me  now  turn  my  remarks  to  the  U.S.  and  Foreign  Commer- 
cial Service;  what  we  do,  what  results  we  get  and  where  we  are 
going.  The  Commercial  Service  is  critical  to  this  strategy  in  numer- 
ous ways.  The  mission  is  to  support  U.S.  commercial  interests  in 
the  U.S.  and  assist  the  U.S.  business  community  in  expanding 
sales  and  market  share  aroimd  the  globe.  Let  me  say  it  in  a  clearer 
way.  U.S.  exports  equal  U.S.  jobs.  The  Commercial  Service  is  in  the 
business  of  increasing  U.S.  jobs. 

Through  its  imique  worldwide  network  of  134  overseas  and  73 
domestic  offices,  the  Commercial  Service  is  on  the  front  line  of  ef- 
forts to  get  more  small  businesses  involved  in  exporting  and  a  criti- 
cal part  of  the  national  export  strategy.  This  is  an  integrated  net- 
work that  benefits  from  its  ability  to  help  businesses  at  every  stage 
of  the  export  process.  No  single  part  of  this  organization  would  be 
effective  as  a  stand-alone  entity. 

Our  staff  reflect  the  unique  nature  of  our  mandate  and  our  do- 
mestic and  overseas  responsibilities.  We  hire,  train,  and  promote 
our  staff  based  on  what  they  can  do  to  promote  exports  and  support 
small  business.  The  qualifications  background  and  experience  of 
the  domestic  and  overseas  staff  reflect  the^  services  commitment  to 
understanding  and  working  with  the  business  community,  espe- 
cially small  businesses. 
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Our  primary  clients  are  small  businesses,  companies  with  fewer 
than  500  employees.  We  offer  a  broad  platform  of  export  assistance 
services,  both  domestically  Eind  abroad,  designed  to  address  these 
needs  and  competitiveness.  Our  commitment  is  also  reflected  in  the 
way  we  spend  our  resources.  Almost  80  percent  of  Commercial 
Service  resources  focus  on  small  businesses. 

Our  small  business  strategy  capitalizes  on  all  the  strengths  of 
the  International  Trade  Administration,  SBA,  Eximbank,  State 
trade  development  agencies  and  other  piJblic-private  partners.  The 
Commercial  Service  is  a  critical  part  of  that  strategy.  We  focus  our 
efforts  and  assistance  on  export-ready  small  businesses. 

Let  me  explain  that  these  are  firms  with  the  export  interest  and 
capability  needed  to  succeed  in  exporting  and  making  the  most  of 
U.S.  Government  export  assistance.  They  have  the  demonstrated 
business  background,  internal  resources  and  management  interests 
that  can  translate  into  successful  exporting. 

Our  new  U.S.  export  assistance  centers  are  an  excellent  example 
of  our  partnership  in  reinvention  efforts  targeted  to  the  needs  of 
small  businesses.  Export  assistance  centers  meet  the  need  to  pro- 
vide a  consistent  level  of  Federal  export  marketing  and  trade  fi- 
nance counseling  services  across  the  country.  These  centers  rep- 
resent a  joint  eiTort  among  Federal  partners,  including  the  U.S. 
and  Foreign  Commercial  Service,  the  Small  Business  Administra- 
tion, Eximbank  and,  at  one  site,  even  the  Agency  for  International 
Development. 

In  early  1994,  we  opened  four  regional  pilot  centers  in  Baltimore, 
Chicago,  Miami,  and  Long  Beach,  these  four  pilot  centers,  plus  11 
additional  regional  centers  that  will  open  in  1995,  will  offer  small 
businesses  a  whole  new  level  of  export  promotion  service. 

By  the  end  of  fiscal  year  1996,  plans  are  for  all  domestic  offices 
to  operate  as  part  of  a  customer  focused  hub  and  spoke  system 
composed  of  export  assistance  centers  and  district  export  assistance 
centers  that  deliver  integrated  trade  finsmce  and  export  marketing 
assistance.  The  hubs  of  U.S.  export  assistance  centers  will  coordi- 
nate the  commercial  services  vital  to  international  marketing  serv- 
ices with  the  crucial  trade  finance  services  provided  by  SBA, 
Eximbank,  State  trade  finance  programs  and  private  banks. 

Electronically  connected  to  the  regional  hubs  these  centers  or 
spokes  are  located  in  areas  of  high  export  activity.  Their  sites  re- 
flect current  trade  patterns  bringing  export  assistance  services  clos- 
er to  exporters. 

You  are  going  to  give  me  the  gavel? 

Chairman  Manzullo.  I  am  going  to  give  you  30  seconds. 

Mr.  Meissner.  Mr,  Chairman,  I  will  cede  2  minutes  of  my  time 
to  Ms.  Fitz-Pegado. 

Ms.  Fitz-Pegado.  Since  I  am  representing  all  three  of  our  units. 

The  Export  Assistance  Center  concept  also  pools  local.  State, 
Federal,  and  private  programs  in  support  of  small  businesses.  Let 
me  walk  you  through  an  example  to  illustrate  how  we  help  small 
export-ready  U.S.  firms. 

A  representative  of  a  hypothetical  ABC  company  located  in  Chi- 
cago, Illinois,  learns  about  the  International  Trade  Administration 
services  through  the  Trade  Information  Center,  which  is  located  in 
my  colleague's  unit.  Contact  with  a  local  Commercial  Service  trade 


specialist  at  the  Chicago  one-stop  shop,  or  through  a  public  or  pri- 
vate sector  partner  working  with  his  client's  trained  Commercial 
Service  staff,  identify  export  strengths  and  weaknesses,  whether 
the  firm  has  the  resources  and  management  commitment  to  export. 
Then  they  jointly  identify  key  target  markets  based  on  evaluations 
of  market  research  and  financing  information,  in  large  part  pro- 
vided by  our  commercial  officers  around  the  world,  trade  develop- 
ment industry  specialists,  and  international  economic  policy  coun- 
try specialists. 

The  cKent  and  the  Commercial  Service  trade  specialists  together 
create  an  export  plan  which  includes  market  entry  and  financing 
strategies  capitalizing  on  Eximbank  and  SBA  resources  as  appro- 
priate. 

A  possible  tool  might  be  a  customized  sales  survey,  which,  for 
any  given  product,  can  determine  price,  product  distribution,  for- 
eign and  local  competition,  and  potential  business  partners  around 
the  world.  Once  it  is  clear  that  the  market  is  viable  for  tJie  product, 
the  client  will  need  to  make  overseas  business  contacts. 

One  possible  tool  for  identifying  appropriate  contacts  is  the 
Agent  Distributor  Service  througn  vmich  commercial  officers  on  the 
ground  identify  potential  agents  and  distributors  for  that  product. 
Another  tool  might  be  what  we  call  the  Gold  Key  Service,  where 
our  commercial  officers  overseas  arrange  prescreened  appointments 
with  potential  agents,  distributors  and  provide  interpreters  and  es- 
cort to  the  appointments  if  desired  by  the  company.  Alternatively, 
the  company  may  decide  to  participate  in  international  traae 
shows,  an  administration-organized  trade  mission  or  trade  fair. 

As  a  follow-up  to  promising  leads  acquired  on  this  trip,  the  com- 
pany could  use  our  World  Trade  Data  Report  which  provides  timely 
background  and  credit  data  on  perspective  overseas  business  part- 
ners. After  receiving  background  information,  the  company  and  the 
overseas  representative  work  toward  reaching  an  agfreement  and 
negotiating  a  sale,  which,  hopefully,  translates  into  profit  for  the 
company  and  eventually  new  jobs  in  the  community. 

Because  exports  are  key  to  national  economic  growth  and  job  cre- 
ation, the  Federal  Government  recognizes  a  common  cause  with 
State  and  local  organizations  which  see  in  export  promotion  an  op- 
portunity for  economic  development.  We  have  established  strong 
partnerships  with  chambers  of  commerce,  world  trade  associations, 
private  sector  business  development  groups.  These  organizations 
include  the  National  Association  of  State  Development  Agencies, 
National  Governors'  Association,  National  League  of  Cities,  and 
others. 

I  also  want  to  tell  you  about  a  new  concept  in  overseas  export 
promotion  with  particular  focus  on  small  business. 

[Ms.  Fitz-Pegado's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  We  are  going  to  have  to  enforce  our  time 
rule  around  here. 

Ms,  Fttz-Pegado,  Even  with  the  ceded  2  minutes? 

Chairman  Manzullo.  I  think  we  have  exceeded  that,  because  my 
goal  is  to  wrap  this  up  in  an  hour  and  15  minutes.  This  is  my  first 
subcommittee  hearing  and  I  don't  want  to 

Mrs,  Clayton.  You  have  taken  15  minutes  away.  We  went  from 
an  hour  and  a  half  to  an  hour  and  15  minutes  now. 


Chairman  Manzullo.  You  are  the  timekeeper,  aren't  you?  Let  us 
welcome  also  Congressman  Sisisky,  Congressman  Longley  and 
Congressman  Bartlett  who  have  joined  us  here. 

Mr.  Vickery. 

TESTIMONY  OF  RAYMOND  VICKERY,  JR.,  ASSISTANT  SEC- 
RETARY FOR  TRADE  DEVELOPMENT,  DEPARTMENT  OF  COM- 
MERCE 

Mr.  Vickery,  Mr.  Chairman,  I  very  much  appreciate  the  oppor- 
tunity to  be  here  and  I  want  to  thank  particularly  you,  Mr.  Chair- 
man, and  you,  Mr.  Chrysler,  and  you,  Mrs.  Clayton,  for  coming 
down  to  the  Department  of  Commerce  as  you  did  about  a  month 
ago  or  so  that  we  might  discuss  trade  development  in  a  more  infor- 
mal setting. 

I  think  it  is  only  by  getting  a  grasp  of  what  people  at  the  Depart- 
ment of  Commerce  are  actually  doing  that  you  can  see  the  nexus 
between  what  we  do  and  maintaining  employment  and  building 
business  in  the  United  States. 

I  also  want  to  say  also  how  pleased  I  am  to  be  with  my  former 
colleague  from  the  House  of  Delegates  in  Virginia,  Mr.  Norman 
Sisisky.  We  served  together  there  for  a  number  of  years  in  the  old- 
est legislative  body  in  the  new  world,  as  we  are  want  to  say.  I 
know  that  you  find  him  a  great  asset,  Mr.  Chairman,  to  your  sub- 
committee. 

I  am  here  today  as  the  Assistant  Secretary  for  Trade  Develop- 
ment. Trade  development  is  that  part  of  the  International  Trade 
Administration  which  concentrates  on  product  and  industry  exper- 
tise. I  think,  Mr.  Chairman,  that  there  is  no  question  that  you  sim- 
ply cannot  have  a  viable  trade  promotion  effort  unless  you  have 
people  who  understand  the  industries  of  America. 

It  does  not  do  any  good  to  send  somebody  who  knows  nothing 
about,  for  example,  the  automobile  parts  trade,  to  deal  with  an 
American  business  person  who  has  a  problem  in  China  in  regard 
to  automobile  parts.  Likewise,  if  an  American  business  has  a  prob- 
lem in  regard  to  overseas  licensing  of  software,  you  have  to  have 
someone  who  knows  about  that.  It  is  my  organization,  in  Trade  De- 
velopment, which  has  that  expertise. 

We  are  a  small  organization,  fewer  than  400  employees,  with  a 
budget,  in  operating  terms,  of  less  than  $50  million  a  year.  But  we 
believe  that  in  team  with  our  colleagues  in  U.S.  Foreign  Commer- 
cial Service,  both  domestically  and  abroad,  and  with  our  colleagues 
on  the  geographical  desk  side  in  International  Economic  Policy  that 
we  play  the  vital  role  of  bringing  to  bear  industry  expertise  on  the 
international  trade  problems  of  American  business. 

We  concentrate  on  products  and  industries  across  the  board.  We 
have  more  than  500  listings  in  terms  of  industry  sector  expertise. 
We  have  experts  from  aerospace  to  zinc.  From  A  to  Z,  there  is 
somebody  at  Trade  Development  who  can  be  responsive  in  terms 
that  the  American  businessperson  will  understand. 

We  have  three  basic  components  to  our  program.  One  is  in  advo- 
cacy, two  is  the  interaction  with  the  public  in  terms  of  public-pri- 
vate partnership,  and  three  is  in  regard  to  competitiveness  of 
American  industry. 
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I  might  just  take  a  minute  to  start  with  the  organization  that 
Ms.  Fitz-Pegado  has  indicated,  which  is  the  Trade  Information 
Center.  The  Trade  Information  Center  is  the  nerve  center  for  get- 
ting in  to  the  whole  Trade  Promotion  Coordinating  Committee  ap- 
paratus in  order  to  be  able  to  get  the  assistance  which  is  needed. 
It  is  the  1-800-USA-TRADE  number.  A  toll  free  number.  There  are 
12  of  our  best  and  brightest  Presidential  management  interns  who 
staff  the  Trade  Information  Center.  The  Trade  Information  Center 
gets  the  person  who  calls  into  Washington  for  help,  to  the  right 
place  in  order  to  be  able  to  get  assistance. 

In  regard  to  advocacy,  as  you  know,  this  administration  has 
taken  a  very  strong  approach  to  helping  American  businesses  when 
they  have  a  particular  problem  in  foreign  markets.  If  you  have  a 
contract  that  is  hung  up,  if  you  have  a  situation  in  which  our  com- 
petitors, whether  they  be  from  Japan,  Grermany,  France,  and  so 
forth,  are  operating  to  exclude  you  from  a  level  playing  field,  it  is 
the  advocacy  program  and  the  Advocacy  Center,  working  together 
with  the  people  at  the  posts,  the  U.S.  Foreign  Commercial  Service, 
and  at  the  International  Trade  Administration  country  desks  which 
provide  advocacy  assistsmce. 

I  want  to  emphasize  that  our  advocacy  program  is  not  just  for 
big  boys,  it  is  for  small  businesses  as  well.  We  estimate  that  over 
the  past  year,  in  terms  of  small  business  alone,  there  have  been 
about  $2  billion  worth  of  successful  transactions  in  which  we  pro- 
vided advocacy  in  order  to  be  able  to  keep  Americans  employed. 

For  example,  a  small  outfit  in  California,  Aquatics  Unlimited, 
had  a  contract  worth  $10  million  hung  up  with  the  Indonesian  Gov- 
ernment. We  went  to  work  with  them,  working  with  the  people  at 
the  post,  people  at  the  country  desk,  in  order  to  get  that  contract 
signed.  That  contract  was  signed  and  Aquatics  was  able  to  double 
its  staff  from  20  to  50  people. 

In  regard  to  public-private  partnerships,  the  Trade  Information 
Center  handles  about  300  to  1,000  calls  per  week.  In  the  4  years 
it  has  been  in  business,  it  has  handled  just  over  200,000  calls. 
Ninety  percent  of  those  —  and  we  keep  the  records  —  90  percent 
of  those  are  for  small  businesses  who  have  under  500  employees. 
In  terms  of  satisfaction,  91  percent  of  the  businesses  responding  re- 
spond that  they  are  satisfied  or  very  satisfied  with  what  happens 
at  the  Trade  Information  Center. 

We  also  do  work  with  particular  businesses  on  particular  prod- 
ucts. For  example,  in  regard  to  environmental  technologies,  here  is 
a  whole  new  industry  which  did  not  exist  10  to  20  years  ago.  Envi- 
ronmental technologies  is  a  world  market  of  about  $290  billion.  We 
estimate  that  the  world  market  for  environmental  technologies  is 
going  to  be  $390  billion  by  1998,  and  $600  biUion  by  2005.  It  is 
composed  basically  of  small-  and  mid-sized  enterprises  with  whom 
we  work  on  their  export  activities.  We  think  that  this  is  important. 

If  I  might  just  finish  with  one  statistic,  Mr.  Chairman.  Our  trade 
deficit,  that  Mrs.  Clayton  referred  to,  ran  about  $106  billion  over 
the  past  year.  If  small  business  had  been  performing  in  exports  at 
the  same  rate  and  in  the  proportion  they  performed  at  as  manufac- 
turers, that  is  about  24  percent  of  all  manufacturers  come  from 
small  business;  if  they  had  been  performing  at  that  rate  instead  of 
the  12  percent  rate  at  which  they  are  performing,  in  exports,  small 


business  would  have  added  to  our  exports  about  $40  billion  last 
year.  When  you  add  to  the  prospective  exports  of  manufactures,  the 
services  export  numbers  from  small  business,  it  means  that  just 
getting  small  business  up  to  the  level  of  performance  that  it  could 
be  expected  to  have  from  the  other  statistical  indicators,  would  cut 
our  trade  deficit  in  half. 

It  seems  to  me  that  that  is  an  indication,  Mr.  Chairman,  of  the 
importance  of  what  we  are  doing  at  the  Department  of  Commerce 
to  assist  small  business  exporters.. 

Thank  you,  Mr.  Chairman. 

Chairman  Manzullo.  Thank  you. 

[Mr.  Vicker/s  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Mr.  Meissner. 

TESTIMONY  OF  CHARLES  MEISSNER,  ASSISTANT  SECRETARY 
FOR  INTERNATIONAL  ECONOMIC  POUCY,  DEPARTMENT  OF 
COMMERCE 

Mr.  Meissner.  Thank  you  very  much,  Mr.  Chairman,  it  is  a 
pleasure  being  here.  I  thank  you  for  this  opportunity  and  tnank  the 
subcommittee  members  for  their  presence  and  interest. 

International  economic  policy  is  the  smallest  part  of  ITA.  We 
have  about  7  percent  of  the  budget  and  about  7  percent  of  the  em- 
ployees. We  act  as  the  functional  area  covering  each  major  country 
to  which  the  United  States  exports.  Twenty-five  percent  of  our 
human  resource  assets  are  associated  with  NAFTA  and  the  West- 
ern Hemisphere,  25  percent  on  Europe,  25  percent  on  Asia,  and  the 
remainder  covers  the  rest  of  the  world.  Two-thirds  of  U.S.  trade  is 
with  Europe,  NAFTA,  and  Japan. 

We  work  very  closely  with  the  Foreign  Commercial  Service 
abroad  in  collating  the  information  that  is  developed  on  a  country 
basis.  We  pull  it  together  in  terms  of  countrv  reports,  one  of  which 
I  brought  along  because  of  Mr.  Funderburk  s  interest  in  Romania. 
Being  a  former  Ambassador,  I  brought  the  Romanian  report,  which 
I  would  Uke  to  give  to  the  subcommittee. 

We  do  this  on  the  basis  of  a  coordination  both  with  State  and 
Treasury  also,  but  our  focus  is  to  get  information  out  to  U.S.  busi- 
ness. Eighty  percent  of  our  customers  for  the  information  we  put 
out  by  the  surveys  conducted  are  small  business. 

We  are  an  information  provider.  We  try  to  increase  market  infor- 
mation. We  try  to  provide  that  information  to  those  firms  who  can- 
not pay  nor  have  the  time  to  collect  information  in  terms  of  the 
overseas  markets,  in  terms  of  the  banking  community  in  those 
markets,  the  surveys  done  by  sector  through  the  Foreign  Commer- 
cial Service,  or  the  specialty  areas  that  Mr.  Vickery  has  brought 
up. 

If  a  small  firm  goes  into  one  of  the  regional  offices  and  has  a 
question  on  Germany  or  Japan  that  is  highly  specific,  that  regional 
office  will  refer  them  to  the  Japan  desk  or  the  country  desk.  We 
receive  about  500  calls  per  geographic  region  per  week  either  on  re- 
ferrals or  directly  from  the  district  offices. 

We  also  have  a  major  Flash  Fax  system  to  put  out  country  infor- 
mation and  what  I  would  call  general  information  on  NAFTA  and 
on  the  new  GATT-WTO  organization.  Flash  Faxes  work  on  a  basis 
of  basically  dialing  in,  having  a  menu,  and  selecting  information  off 
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that  menu  and  it  is  automatically  faxed  to  you,  actually  at  U.S. 
Grovemment  cost. 

To  give  you  an  idea  of  how  much  information  goes  out  over  Flash 
Faxes,  last  year,  on  the  NAFTA  Flash  Fax  system,  we  put  out 
200,000  documents  to  U.S.  businesses.  In  terms  of  our  Flash  Fax 
system  for  the  Newly  Independent  States,  that  is  the  former  Soviet 
Union,  we  put  out  330,000  documents  over  the  Flash  Fax  systems 
last  year. 

We  have  similar  systems  for  Japan,  for  Latin  America  in  general, 
and  they  are  providing  basic  information  and  supplementing,  in  es- 
sence, our  country  staff.  Our  country  staff  keeps  these  systems, 
what  we  call  in  evergreen  shape.  They  work  very  closely  through 
the  TIC,  and  we  get  references  through  the  TIC,  or  we  get  ref- 
erences directly  from  offices,  or  firms  call  in  directly  to  the  system. 

We  have  a  broader  assignment  in  the  sense  of  what  I  call  sys- 
tems maintenance.  My  office  was  involved  as  the  lead  office  in  the 
Commerce  Department  to  assist  in  the  executive  branch-wide  effort 
for  providing  Congress  with  information  on  World  Trade  Organiza- 
tion and  GATT.  Working  very  closely  with  Ray's  Office  of  Economic 
Statistics,  we  put  out  two  volumes,  which  are  on  Flash  Fax,  and 
went  to  every  congressional  office,  as  to  the  importance  of  trade  to 
every  individual  State,  to  every  individual  congressional  district, 
and,  in  terms  of  the  new  tariffs  and  tariff  reductions,  how  they  im- 
pacted on  the  individual  State  or  congressional  districts. 

We  are  also  working  on  a  task  force,  and  one  of  my  responsibil- 
ities in  my  office  is  the  implementation  of  NAFTA,  We  have  put  to- 
gether what  we  call  a  Border  Task  Force  and  are  working  with  the 
four  U.S.  border  States  in  terms  of  assuring  that  small  business 
and  minority  business  in  the  border  States  have  an  effective  access 
to  the  economic  progress  and  growth  associated  with  NAFTA. 

We  have  put  together,  for  the  reasons  of  small  business,  all  the 
Department  of  Commerce  programs  related  to  economic  develop- 
ment in  the  U.S.  border  region,  where  to  call,  what  to  do  and  how 
to  get  access.  There  are  about  eight  parts  of  the  Department  of 
Commerce,  outside  of  ITA,  that  are  working  on  economic  develop- 
ment in  the  border  region. 

We  have  also  been  involved  in,  working  with  the  Secretary  —  we 
support  the  Secretary,  along  with  both  of  my  colleagues  —  on  his 
overseas  travel.  We,  obviously,  do  the  country-specific  country  work 
with  the  Foreign  Commercial  Service,  but  we  are  also  involved  in 
specific  conferences.  The  latest  conference  we  had  was  on  Central 
and  Eastern  Europe.  It  was  held  in  Cleveland,  Ohio. 

The  President  attended  that  conference,  and  it  is  this  back- 
ground piece  that  comes  from  that  conference.  There  was  also  a 
conference  on  border  infrastructure,  which  was  in  Jime  of  1993.  We 
will  have  a  follow-up  conference.  This  deals  with  getting  adequate 
border  infrastructure  in  both  environment,  sustainable  develop- 
ment and  transportation  so  that  NAFTA  works  better. 

I  will  give  you  the  rest  of  my  time.  Thank  you. 

Chairman  Manzullo.  Yield  back  the  balance  of  your  time. 

[Mr.  Meissner's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Ms.  Ryan. 
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TESTIMONY  OF  MARY  JEAN  RYAN,  ASSOCIATE  DEPUTY  AD- 
MINISTRATOR FOR  ECONOMIC  DEVELOPMENT,  SMALL  BUSI- 
NESS  ADMINISTRATION 

Ms.  Ryan.  Mr.  Chairman  and  members  of  the  subcommittee, 
thank  you  for  inviting  SBA  to  testify^  here  today.  Also  with  me  is 
Jeanne  Sclater,  the  nead  of  our  Office  of  International  Trade, 
which  coordinates  SBA's  export  assistance  efforts. 

SBA's  Office  of  International  Trade  has  a  headquarters  staff  ceil- 
ing of  nine  and  a  fiscal  year  1995  budget  of  $4.6  million.  This  in- 
cludes the  funds  appropriated  for  the  SBA's  share  of  the  U.S.  Ex- 
port Assistance  Centers. 

SBA's  international  trade  activities  fall  really  into  two  areas, 
small  business  export  financing  and  providing  basic  business  edu- 
cation on  how  to  export.  I  will  talk  a  little  oit  about  the  export 
working  capital  first  and  then  I  will  touch  briefly  on  business  edu- 
cation. 

Historically,  one  of  the  most  significant  obstacles  for  small  busi- 
ness exporters  has  been  the  lack  of  export  financing.  Many  banks 
think  that  small  trade  loans  are  too  risky  and  time  consuming,  par- 
ticularly for  transactions  that  are  under  a  million  dollars.  It  is  pre- 
cisely those  sorts  of  deals  with  which  small  exports  need  help. 

Last  year,  with  new  legislative  authority  passed  by  the  Congress, 
SBA  redesigned  part  of  our  Loan  Guarantee  Program  to  meet  this 
need.  SBA's  new  Export  Working  Capital  Program  is  a  part  of  the 
Agency's  overall  7(a)  Loan  Program.  Key  features  of  export  working 
capital,  which  are  different  from  the  regular  7(a),  are  as  follows: 

As  a  result  of  last  year's  harmonization  initiative  between  SBA 
and  the  Eximbank,  we  now  use  the  same  application  forms  and 
other  important  aspects  such  as  the  terms  oi  our  loans  and  the 
rates  were  also  brought  into  alignment. 

The  rates  and  fees  for  these  loans  are  set  by  the  commercial 
lenders  and  are  not  capped  by  SBA.  A  90  percent  SBA  guarantee 
is  provided.  The  maximum  guarantee  amount  that  SBA  can  pro- 
vide is  $750,000.  The  larger  deals  are  done  by  Eximbank. 

A  firm  can  now  get  a  precommitment  from  SBA  which  it  can 
take  to  the  bank.  This  is  very  helpful  because  the  business  can  go 
into  the  bank  with  a  piece  of  paper  indicating  that  SBA  will  guar- 
antee the  loan  if  the  bank  will  go  on  the  deal. 

SBA  can  now  also  guarantee  standby  letters  of  credit,  which  are 
essential  to  many  export  financing  transactions  and  can  be  very 
difficult  for  a  small  company  to  arrange. 

We  are  working  very  hard  to  assure  the  eventual  success  of  this 
new  Export  Working  Capital  Program.  We  have  made  a  major  ef- 
fort to  train  our  field  loan  officers,  having  trained  over  260  loan  of- 
ficers in  the  last  6  months.  With  Exim,  we  sponsored  a  series  of 
1-day  seminars  in  13  cities  for  over  1,500  commercial  lenders.  We 
are  working  with  a  lot  of  the  State  economic  development  organiza- 
tions. Many  of  them  have  some  very  small  State  guarantee  pro- 
grams with  which  we  think  we  can  partner  and  leverage  their 
funds  to  reach  more  small  businesses. 

We  are  working  closely  now  with  a  newly  established  Small  Busi- 
ness Committee  of  the  Bankers  Association  for  Foreign  Trade.  They 
have  been  giving  us  feedback  on  our  new  program  and  making  sug- 
gestions for  improving  it. 
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We  are  implementing  additional  ways  to  streamline  the  loan  ap- 
proval process  and  moving  to  where  we  can  delegate  loan  approval 
authority  to  some  of  the  more  experienced  bank  export  lenders. 

We  have  also  established  aggressive  goals  for  our  district  offices 
for  export  loans.  In  1995,  we  have  a  goal  that  they  will  do  1,600 
international  trade  related  loans.  This  is  an  increase  of  almost  50 
percent  over  export  lending  of  last  year  and  about  a  100  percent 
increase  over  where  we  were  2  years  ago. 

We  believe  we  are  moving  in  the  right  direction  but  we  are  defi- 
nitely just  at  the  beginning  of  building  a  national  export  financing 
system  for  small  business.  We  know  it  will  take  time.  However,  the 
data  that  has  been  pointed  out  here  convinces  us  that  if  we  suc- 
ceed, the  economic  impact  will  be  enormous. 

In  addition  to  providing  export  working  capital,  SBA  provides 
coimseling  and  training  to  small  businesses  that  are  thinking 
about  exporting  or  are  Ijrand  new  to  exporting.  We  are  the  only 
agency  that  meets  this  need.  We  do  this  training  through  our  re- 
source partners,  primarily  through  the  Small  Business  Develop- 
ment Centers  and  through  SCORE.  Last  year  the  combined  re- 
sources of  SCORE  and  SBDC  logged  20,000  hours  of  counseling 
and  training  for  small  businesses. 

I  don't  know  if  you  are  aware  of  this,  but  there  are  approxi- 
mately 30  small  business  development  subcenters  around  the  coun- 
try that  have  dedicated  their  staffs  to  working  with  small  business 
and  teaching  them  about  exporting. 

As  part  of  your  information  packages,  we  included  a  typical  cur- 
riculum of  one  of  the  SBDC  courses  on  how  to  begin  to  think  about 
exporting  for  small  business.  I  think  the  curriculum  gives  you  a 
good  example  and  a  feel  for  what  this  means  when  we  say  basic 
exporting  education.  There  is  also  a  list  in  your  package  of  the 
SBDC  sm)centers  that  focus  on  exporting. 

Publications  are  also  a  way  that  SBA  reaches  businesses  that  are 
trying  to  learn  about  exporting.  In  your  packets,  we  provided  copies 
of*^ Breaking  Into  the  Trade  Game.  These  are  all  produced  with  cor- 
porate cosponsors,  so  SBA's  cost  of  these  publications  is  minimal. 

As  Lauri  mentioned,  SBA  is  fully  committed  and  involved  in  the 
U.S.  Export  Assistance  Centers,  and  our  role,  again,  in  the 
USEAC's  is  to  provide  the  trade  finance  for  small  business  and  to 
make  sure  that  businesses  get  the  training  and  counseling  they 
need  to  learn  how  to  move  into  exporting. 

That  concludes  my  remarks. 

Chairman  Manzullo.  Thank  you  very  much. 

[Ms.  Ryan's  statement  may  be  found  m  the  appendix.] 

Chairman  Manzullo.  Ms.  Haley. 

TESTIMONY  OF  MARIA  LOUISA  HALEY,  MEMBER,  BOARD  OF 
DIRECTORS,  EXPORT-IMPORT  BANK  OF  THE  UNITED  STATES 

Ms.  Haley.  Mr.  Chairman,  members  of  the  subcommittee,  it  is 
my  pleasure  to  appear  before  you  in  my  capacity  as  a  member  of 
the  board  of  the  Export-Import  Bank.  My  responsibility  on  the 
board  is  to  be  the  advocate  for  small  business  and  to  ensure  small 
business  participation  in  the  bank's  policies  and  programs.  I  have 
worked  on  small  business  exports  for  12  years  and  I  am  totally 
committed  to  this  effort. 
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In  fiscal  year  1994,  the  bank  supported  a  total  of  2,445  trans- 
actions, of  which  1,251  were  small  business;  over  50  percent  of  all 
transactions.  The  authorized  amount  was  over  $1.7  billion. 

We  have  revamped  our  major  small  business  programs.  We  im- 
proved and  simplified  our  working  capital  guarantee  to  make  it 
more  attractive  to  lenders.  We  are  offering  new  delegated  authority 
to  qualified  lenders  so  that  they  can  commit  up  to  $2  million  per 
borrower  without  case-by-case  approval  fi^om  Eximbank. 

With  SBA,  we  blended  our  working  capital  programs  in  order  to 
be  more  customer  focused  and  to  take  advantage  of  the  two  agen- 
cies' comparative  strengths. 

Finally,  we  expanded  our  Priority  Lender  Program  by  increasing 
capability  fi-om  $2.5  million  to  $5  million.  As  a  result  of  our  work- 
ing capital  program  improvements,  fiscal  year  1994  was  a  record 
year,  with  authorizations  totaling  $181  million.  For  the  first  6 
months  of  this  fiscal  year,  we  have  authorized  $107  million  of 
working  capital  guarantees  and  anticipate  reaching  $300  million  by 
the  end  of  this  fiscal  year,  providing  a  66  percent  increase  over  last 
year. 

We  also  revised  our  small  business  insurance  policies,  making 
them  more  user  fi'iendly  to  small  business.  In  addition,  we  em- 
barked on  an  aggressive  outreach  campaign  to  insurance  brokers, 
providing  them  training  and  increased  commissions.  As  a  result, 
we  have  experienced  a  26  percent  increase  in  small  business  in- 
sured and  a  43  percent  increase  in  small  business  shipments. 
Small  business  insurance  activity  totaled  $1.3  billion  in  fiscal  year 
1994. 

As  you  can  see,  we  have  been  trying  to  serve  small  business  bet- 
ter, but  it  is  a  struggle.  It  is  the  most  difficult  task  that  we  face 
at  the  bank.  With  only  450  people,  Eximbank  cannot  possibly  reach 
all  our  small  business  exporters,  even  with  our  regional  offices  and 
our  toll-free  number.  Our  challenge,  therefore,  has  been  to  leverage 
intermediaries,  our  partners  seated  here  at  the  table. 

We  are  also  reaching  out  to  commercial  banks,  trade  associa- 
tions, and  State  and  local  governments.  We  are  training  them  in 
our  programs.  It  is  such  a  tremendous  challenge  that  we  have 
asked  the  Eximbank  Advisory  Committee  to  focus  on  small  busi- 
ness issues  as  their  main  theme  for  1995. 

Furthermore,  we  will  once  again  focus  on  small  business  during 
the  upcoming  Eximbank  annual  conference  in  May.  We  are  con- 
tinuing to  pursue  better  strategies  to  expand  our  outreach  and  sup- 
port and  through  this  Trade  Promotion  Coordinating  Committee's 
continued  effort  of  cooperation  and  coordination,  I  think  much  more 
will  be  achieved  for  small  business  in  the  fiiture. 

Mr.  Chairman,  I  am  happy  to  answer  any  questions  that  you  or 
your  subcommittee  members  may  have. 

Chairman  Manzullo.  Thank  you  very  much. 

[Ms.  Haley's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Mr.  Grandmaison. 
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TESTIMONY  OF  JOSEPH  GRANDMAISON,  DIRECTOR,  U.S. 
TRADE  AND  DEVELOPMENT  AGENCY 

Mr.  GRANDMAISON.  Mr.  Chairman  and  members  of  the  sub- 
committee, on  behalf  of  the  Trade  and  Development  Agency,  allow 
me  to  thank  you  for  the  invitation  to  be  with  you  this  morning. 

Let  me  take  just  a  few  minutes  to  tell  you  what  it  is  TDA  does. 
We  have  a  very  narrow  mission.  TDA  provides  grant  assistance  to 
foreign  entities  so  that  they  may  hire  American  consultants  to  as- 
sist them  in  planning  their  priority  capital  infrastructure  projects. 
We  invest  primarily  in  energy,  transportation,  telecommunications, 
environment,  and  natural  resources. 

The  premise  is  that  if  you  have  an  American  company  developing 
the  specifications  and  standards  for  a  significant  capital  infrastruc- 
ture project,  U.S.  specifications  and  standards  will  be  used,  thus  in- 
creasing the  likelihood  that  U.S.  manufactured  equipment  and 
services  will  be  utilized  in  the  implementation  of  the  project.  If,  on 
the  other  hand,  Japanese  companies  do  the  studies,  lo  and  behold, 
Japanese  standards  will  be  used  and  U.S.  companies  will  be  locked 
out  of  the  project.  This  is  why  it  is  important  for  TDA  to  assist  U.S. 
companies  to  become  involvea  in  a  project  at  the  earliest  stages. 

The  principal  product  that  we  offer  is  called  a  feasibility  study, 
which,  in  essence,  is  a  business  plan.  It  addresses  all  the  issues  in- 
cluding technical,  financial  and  legal,  that  have  to  be  answered  be- 
fore a  decision  is  made  to  finance  a  capital  infrastructure  project, 
whether  it  be  private  or  public. 

Now,  I'd  like  to  turn  to  the  issue  of  small  business.  TDA  does 
fairly  well  in  assisting  small  businesses  to  export.  The  reason  I  say 
fairly  well  is  that  the  moment  you  think  you  do  something  very 
well,  human  nature  is  you  take  your  eye  off  of  it.  So  I  would  rather 
say  we  do  fairly  well,  thus  keeping  the  pressure  on  ourselves  to  do 
even  better  when  it  comes  to  assisting  small  business.  In  terms  of 
feasibility  studies,  15  to  20  percent  of  all  TDA-funded  studies  are 
awarded  to  small  businesses.  Keep  in  mind  TDA  is  generally  not 
the  one  that  selects  the  feasibility  study  contractor.  It  is  the  foreign 
entity  that  selects  the  U.S.  firm  pursuant  to  a  competitive  selection 
procedure. 

In  terms  of  the  implementation  of  a  feasibility  study,  even  when 
a  large  company  wins  a  feasibility  study,  it  often  subcontracts  part 
of  the  work  to  small  companies.  So  that,  in  actuality,  small  firms' 
participation  in  TDA-funded  studies  is  even  higher  tnan  15  to  20 
percent  when  subcontracting  is  taken  into  account. 

All  of  our  definitional  missions  and  desk  studies  must  be  done 
by  small  businesses.  These  contracts  help  us  to  assess  whether  to 
invest  U.S.  taxpayer  dollars  in  a  feasibility  study.  By  participating 
in  the  definitional  missions,  small  businesses  have  the  opportunity 
become  better  acquEiinted  with  the  international  marketplace. 

We  also  accept  a  responsibility  to  small  businesses  as  it  relates 
to  outreach.  We  have  a  hot  line  so  small  companies  from  all  over 
the  United  States  can  call  in  and  bid  on  definitional  mission  and 
desk  studies.  We  also  participate  in  informational  seminars.  For 
example,  this  month  we  participated  in  seminars  in  Seattle,  Louis- 
ville, Los  Angeles,  and  Raleigh,  North  Carolina,  telling  companies 
how  to  access  our  assistance.  The  people  who  attend  those  con- 
ferences and  seminars  primarily  represent  small  businesses. 
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How  do  we  work  with  our  sister  agencies  in  the  U.S.  Govem- 
ment?  Well,  for  example,  without  the  assistance  of  the  U.S.  Foreign 
and  Commercial  Service,  we  would  be  out  of  business.  They  are  our 
eyes  and  ears  overseas.  We  are  a  small  agency  with  a  total  of  38 
people.  We  utilize  the  services  of  US&FCS.  They  are  our  key  re- 
source in  garnering  information  about  major  projects  overseas. 
They  are  absolutely  invaluable  to  us  and  our  clients. 

Obviously,  investing  in  a  feasibility  study  or  a  business  plan  that 
is  not  going  to  be  implemented  requires  no  talent  whatsoever.  We 
work  very  closely  with  Exim-Im  Bank  and  OPIC,  two  other  sister 
agencies,  who  often  provide  the  financing  for  the  implementation  of 
the  projects  for  which  we  have  funded  feasibility  studies.  Prior  to 
our  making  an  investment  in  a  feasibility  study,  we  engage  Exim 
and  OPIC  in  evaluating  the  proposed  project  with  us  so  that  we 
have  increased  the  likelihood  that  they  will  later  participate.  We 
also  reach  out  to  the  technical  agencies  of  the  U.S.  Grovernment, 
DOE,  FAA,  EPA,  for  their  assessment  of  our  potential  investment 
before  we  actually  invest  taxpayer  money. 

Finally,  if  I  might  just  offer  two  observations;  things  that  I  have 
learned  relative  to  small  business. 

First,  as  a  Government  agency,  we  have  to  make  a  commitment 
that  we  are  going  to  work  harder  to  work  with  a  small  business. 
For  example,  today  we  are  acting  on  a  request  involving  a  small 
company  in  North  Carolina,  36  employees  in  the  environmental 
business,  that  is  interested  in  a  project  in  Krakow,  Poland.  The 
TDA  regional  director  has  met  with  this  company  five  times. 

Now,  it  is  oft«n  a  lot  easier  to  work  with  the  g^ant  companies. 
We  take  great  pride  in  the  number  of  companies  we  work  with, 
large-  and  medium-sized  companies,  but  we  take  even  greater 
pleasure  in  the  number  of  small  businesses  that  we  can  bring  into 
the  marketplace. 

Second,  I  would  respectfully  suggest  to  you  that  hearings  such  as 
this  keep  the  pressure  on  us  to  make  certain  that  the  concerns  of 
small  businesses  are  duly  registered  in  each  and  every  one  of  our 
respective  programs. 

Once  again,  thank  you  for  allowing  me  to  be  with  you  this  morn- 
ing. 

[Mr.  Grandmaison's  statement  may  be  found  in  the  appendix.] 

Mrs.  Clayton.  The  chairman  is  missing,  do  you  want  to 

Mr.  Chrysler.  [Presiding]  I  think  we  will  recognize  our  next  pre- 
senter, Christopher  Finn. 

TESTIMONY  OF  CHRISTOPHER  FINN,  EXECUTIVE  VICE- 
PRESIDENT,  OVERSEAS  PRIVATE  INVESTMENT  CORPORATION 

Mr.  Finn.  Thank  you,  Mr.  Chairman  and  members  of  the  sub- 
committee. I  appreciate  the  opportunity  to  be  here  today  with  all 
of  my  colleagues  to  discuss  the  role  of  small  business  in  increasing 
U.S.  exports. 

Unlike  other  programs  discussed  today,  which  focus  directly  on 
export  promotion,  OPIC  promotes  private  investment  in  developing 
countries  and  emerging  markets.  This  investment  in  turn  indirectly 
promotes  U.S.  exports  and  creates  American  jobs. 
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We  are  £in  agency  that  is  self-sustaining.  We  charge  our  clients 
for  the  services  that  we  offer  in  most  of  the  144  countries  in  which 
OPIC  is  currently  open. 

For  each  of  the  24  years  of  our  existence  as  an  independent  agen- 
cy, we  have  operated  at  a  profit.  In  1994,  OPIC  earned  $167  mil- 
lion with  162  employees.  In  doing  so,  we  doubled  our  insurance 
commitments  from  $2.8  billion  in  1993  to  over  $6  billion  in  1994, 
and  our  finance  commitments  have  more  than  quadrupled  fi'om 
$415  million  to  $1.7  bilHon. 

Let  me  explain  very  briefly  OPIC's  programs.  We  provide 
medium-  to  long-term  financing  through  loan  guarantees  and  direct 
loans.  Our  Finance  Department  operates  like  an  investment  bank 
customizing  and  structuring  a  complete  financial  package  for  each 
project.  Loan  size  ranges  ft-om  $2  million  up  to  $200  million. 
OPIC's  Direct  Loan  Program  is  exclusively  for  small-  and  medium- 
sized  businesses  and  provides  loans  which  generally  range  fi-om  $2 
million  to  $10  milhon,  although  we  have  exceeded  that  number  in 
certain  isolated  circumstances. 

Just  like  a  bank,  and  I  think  it  is  reflected  in  our  performance, 
we  pay  very  close  attention  to  the  bottom  line.  We  will  only  support 
projects  which  we  deem  to  be  creditworthy.  Eligible  investors,  in- 
cluding small  businesses,  can  also  purchase  political  risk  insurance 
coverage  for  OPIC  to  cover  losses  that  may  result  from  expropria- 
tion, inconvertibility,  and  political  violence. 

In  addition,  OPIC  provides  preinvestment  assistance  which  can 
be  especially  helpful  for  smaller  businesses.  As  Mr.  Grandmaison 
indicated  in  his  testimony,  small  businesses  ofl^n  lack  the  re- 
sources to  identify  and  investigate  business  opportunities.  Working 
with  TDA  and  with  our  colleagues,  particularly  in  the  Commerce 
Department,  in  Ms.  Fitz-Pegado's  group  in  the  Foreign  Commercial 
Service,  we  are  active  in  developing  overseas  investment  missions, 
domestic  conferences  to  acquaint  businesses  with  overseas  invest- 
ment opportunities,  and  OPIC  business  roundtables  for  visiting 
heads  of  state  with  American  business  executives. 

Like  the  other  programs  here  today,  we  are  always  eager  to  work 
with  small  business  for  their  insurance  and  finance  needs.  Let  me 
give  you  just  a  couple  of  quick  examples,  if  I  might. 

First  of  all,  in  Hungary,  three  small  rural  American  telephone 
companies  and  a  cable  holding  company,  also  classified  as  a  small 
business,  are  helping  their  counterparts  to  modernize  a  land-line 
telephone  and  cable  television  system  in  the  region  outside  Buda- 
pest. OPIC  provided  a  $30  million  loan  to  these  with  great  experi- 
ence in  rural  telecommunications  but  little  experience  in  inter- 
national business.  These  American  small  businesses  tapped  TDA's 
services  to  penetrate  this  growing  foreign  market.  They  put  to- 
gether a  feasibility  study  wnich  served  as  the  basis  for  an  OPIC 
$30  million  financing.  That  project  will  generate  over  $10  million 
in  U.S.  exports  and  176  jobs  in  the  United  States. 

The  project,  and  this  is  obviously  important  for  OPIC,  as  a  for- 
eign policy  agency,  will  also  create  320  permanent  jobs  in  Hungaiy; 
and,  by  creating  a  badly  needed  new  business  infrastructure,  effi- 
cient telecommunications,  should  stimulate  further  economic 
growth  throughout  the  region  for  the  benefit  of  the  Hungarian 
economy  and  the  American  economy.  Also,  from  the  standpoint  of 
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technology  and  skills  transfer,  Hungarigin  workers  will  gain  the 
benefit  of  the  experience  of  almost  100  years  of  the  rural  telephone 
companies  in  the  United  States. 

Another  similar  example,  a  small  business  in  Washington  State, 
which  is  a  primarily  a  food  wholesaler,  got  a  TDA  feasibility  study 
grant  and  put  together  a  study  looking  into  the  efficacy  of  starting 
a  wholesale  food  distribution  program  in  the  Russian  Far  East. 
Based  on  that  studv,  they  came  to  OPIC  for  support.  In  this  case, 
it  was  political  risk  insurance,  and,  indeed,  I  don't  know  if  Mr. 
Grandmaison  has  gone  out  there  to  cut  any  ribbons  yet,  but  that 
has  been  a  very  successful  program  to  date  and,  really,  the  pro- 
gram never  would  have  gotten  to  us  if  TDA  had  not  provided  the 
critical  seed  money  that  was  needed. 

Notwithstanding  the  many  challenges  that  clearly  face  small 
businesses  who  are  pursuing  international  investment,  OPIC  is 
committed  to  developing  new  products  and  services  to  meet  the 
special  requirements  of  small  business.  One  of  our  most  recent  in- 
novations to  assist  small  business  is  a  special  fund  to  support  such 
products.  Last  month  we  approved  a  $20  million  direct  loan  to  cap- 
italize a  new  small  business  fund.  The  fund  intends  to  invest  in  ap- 
proximately 25  subprojects;  therefore,  the  average  fund  investment 
is  Hkely  to  be  less  than  $1  million. 

This  small  business  fund  is  being  organized  in  recognition  of  the 
growing  level  of  interest  in  overseas  projects  by  smaller  U.S.  com- 
panies. To  our  knowledge,  it  is  unique.  It  is  the  first  privately  man- 
aged investment  vehicle  known  to  provide  capital  exclusively  to 
projects  sponsored  by  small  businesses. 

In  addition  to  supporting  small  business  directly,  American  small 
businesses  are  invisible  beneficiaries  as  subcontractors  from  OPIC 
support  of  large  infrastructure  projects.  These  projects  in  power 
generation,  telecommunications  and  transportation  involve  sub- 
stantial U.S.  exports  with  excellent  subcontracting  opportunities 
for  smaller  businesses. 

To  conclude,  I  see  my  yellow  light,  we  appreciate  the  opportunity 
this  hearing  has  provided  us  to  focus  on  the  assistance  available 
to  small  business  by  the  Federal  Government.  We  look  forward  to 
improving  the  opportunities  for  small  business  in  the  international 
marketplace  and  we  will  do  so  in  concert  with  our  fellow  agencies 
represented  here  today. 

Thank  you,  Mr.  Chairman.  I  look  forward  to  any  questions. 

[Mr.  Finn's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  [Presiding]  Thank  you  very  much. 

Ms.  Fitz-Pegado,  how  much  time  did  you  need  to  finish?  Did  you 
have  some  charts  you  wanted  to  show  us? 

Ms.  Fitz-Pegado.  I  think  I  went  through  all  the  charts.  There 
were  just  a  couple  more  things  I  wanted  to  mention. 

Chairman  Manzullo.  Let  me  give  you  2  of  my  5  minutes,  if  you 
strictly  adhere  to  that. 

Ms.  Fitz-Pegado.  That  is  very  nice,  I  appreciate  it.  I  just  wanted 
to  mention  two  more  things  that  we  do  that  are  specifically  focused 
on  small-  and  medium-sized  businesses. 

One  is  we  have  established  commercial  centers  through  legisla- 
tion in  1991.  We  were  asked  to  set  up  commercial  centers  which 
are  outside  of  embassy  structures  overseas  that  provide  a  home 
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away  from  home,  particularly  for  small  business  that  may  not  be 
able  to  afford  to  have  business  partners  or  offices  in  various  coun- 
tries. We  have  set  up  two  and  plan  to  set  up  several  more.  One  is 
Sao  Paulo,  Brazil,  and  the  second  in  Jakarta,  Indonesia,  where  of- 
fice space,  office  equipment,  catalogue  exhibition  space,  conference 
facilities  and  access  to  market  information  and  to  counselors,  to 
commercial  officers,  to  provide  information  about  the  marketplace 
are  provided  at  reasonable  rates. 

Another  is  the  establishment  of  the  Multilateral  Development 
Bank  Center  at  the  Department  of  Commerce  at  US&FCS.  The  pol- 
icy aspect  of  much  of  what  the  banks  do  is  provided  by  my  col- 
league in  his  shop  in  trade  development.  We  are  involved  in  help- 
ing to  provide  procurement  opportunities,  particularly  for  small- 
and  medium-size  businesses  throughout  our  network,  throughout 
the  United  States,  and  working  with  the  Department  of  Treasurv. 
We  also  have  U.S.  and  Foreign  Commercial  Service  officers  work- 
ing with  the  executive  directors  in  all  of  the  multilateral  develop- 
ment banks. 

Two  banks  are  in  Washington,  and  three  banks  overseas,  the  Af- 
rican Development  Bank,  the  European  Bank  for  Reconstruction 
Development,  and  the  Asian  Development  Bank.  This  is  a  new  de- 
velopment in  terms  of  having  Foreign  Commercial  Service  officers 
there  and  providing  that  type  of  procurement  information  through- 
out our  network  in  the  United  States  and  overseas  to  interested 
companies. 

Chairman  Manzullo.  Thank  you. 

Let  me  ask  a  question  simultaneously  for  Exim  and  OPIC.  Both 
of  you  are  involved,  evidently,  in  direct  lending.  Is  that  correct? 

Ms.  Haley.  Yes,  Mr.  Chairman.  The  big  difference 

Chairman  Manzullo.  Thank  you.  Go  sliead. 

Ms.  Haley.  Please,  go  ahead.  I  am  sorry.  I  jumped  the  question. 

Chairman  Manzullo.  Why  don't  you  take  the  microphone. 

Ms.  Haley.  Yes,  Mr.  Chairman,  we  are  involved,  both,  in  direct 
lending.  The  only  difference  is  we  lend  for  U.S.  exports  and  OPIC 
lends  for  investments  in  the  foreign  country.  So,  we  support  the 
U.S.  exporter  and  OPIC  supports  the  investments  in  the  foreign 
country. 

Chairman  Manzullo.  That  answers  my  question. 

Mrs.  Clayton. 

Mrs.  Clayton.  You  didn't  take  your  full  5  minutes.  I  will  take 
my  full  5  minutes.  You  finished  so  early,  Mr.  Chairman,  you 
caught  me  here.  I  want  to  thank  all  of  you  for  your  testimony. 

Obviously,  part  of  this  discussion  in  the  hearing  comes  from  the 
environment  where  there  is  some  discussion  about  reorganization 
of  Commerce,  of  redefinition  of  combining  trade  with  our  diplomacy 
efforts,  and  so  first  I  would  like  to  —  anyone  who  wants  to  talk 
about  that,  what  you  think  that  would  do,  if  we  combined  our  trade 
efforts  with  our  diplomacy. 

I  guess  Commerce  would  be  more  for  that  question.  We  can  save 
a  question  to  the  banks  for  something  else. 

Mr.  Meissner.  I  can  try  to  take  that  one.  I  have  had  the  experi- 
ence of  serving  6  years  in  the  State  Department.  I  was  a  political 
appointee  in  the  Carter  administration  and  I  guess  one  of  the  few 
that  transitioned  into  the  Reagan  administration.  I  worked  in  the 
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Economic  Bureau  of  State,  both  as  a  Deputy  Assistant  Secretary 
and  then  as  an  ambassador  at  Large.  I  have  had  the  experience  of 
seeing  the  interest  in  State.  They  are  interested  in  the  macro  is- 
sues. 

I  will  certainly  say  that  my  colleagues  there  are  refocusing,  but 
the  great  thing  that  I  see  in  this  administration  is  the  focus  on 
business  through  the  TPCC,  the  coordination  of  the  credit  agencies, 
and,  if  I  might  say,  the  advocacy  agencies  that  we  are  involved, 
definitely  in  what  I  would  call  commercial  diplomacy  and  generally 
supporting  our  policies  in  the  Middle  East,  in  South  Africa,  in  the 
NIS. 

I  personally  have  been  involved  in  Central  European  advocacy 
and  development.  Also,  I  am  in  charge  of  putting  together  the  Pres- 
idential conference  on  Ireland.  But  we  are  working  very  closely 
with  our  colleagues  in  those  efforts,  both  at  the  NSC  and  at  State 
Department.  But  we  have  a  focus  on  commercial  interests,  which 
I  think  is  lost  when  you  are  involved  in  a  broad  agency  that  has 
political  and  national  security  and  defense  interest  as  its  primary 
focus. 

I  think  that  the  comparison  of  what  I  have  seen,  and  saw  in 
terms  of  the  Carter  administration  and  this  administration  and  its 
efforts  to  focus  on  commercial  policy,  are  day  and  night.  We  have 
put  together  a  very  effective  capability  to  coordinate  and  to  focus 
and  to  get  the  resources  on  U.S.  jobs  and  U.S.  exports. 

I  personally,  and  I  am  not  representing  necessarily  the  adminis- 
tration or  the  Vice  President  in  saying  this,  would  not  like  to  see 
that  come  back  together  again  under  a  general  umbrella  of  com- 
mercial diplomacy  at  the  Department  of  State. 

Thank  you. 

Mrs.  Clayton.  Thank  you,  I  will  move  to  another  question.  My 
5  minutes  will  leave  me  in  a  minute. 

There  is  a  recent  Congressional  Research  Service  report  that 
raised  some  questions  about  the  efficacy  or  the  effectiveness  of  our 
investment  and  promotion  of  trade  as  to  the  dollars  invested. 
Again,  I  guess  your  comments  on  that. 

Mr.  ViCKERY.  Well,  I  might  try  that.  I  assume  that  you  are  refer- 
ring to  this 

Mrs.  Clayton.  The  CRS  study. 

Mr.  ViCKERY  [continuing],  the  Bureau  of  Labor  Statistics  study, 
which  we  received  last  night.  I  asked  our  folks,  who  are  ana- 
lysts  

Mrs.  Clayton.  It  is  called  economics  of  export  promotion.  Are 
you  familiar  with  that. 

Mr.  ViCKERY.  No,  I  am  not. 

Mrs.  Clayton.  Well,  I  will  withdraw  that  question  and  ask  some- 
thing else.  You  can  answer  that  later. 

I  was  interested  to  have  Ms.  Ryan  just  give  us  what  have  the  re- 
sults of  her  redesign  in  terms  of  efforts  toward  small  business;  and, 
also,  if  there  has  been  reaction  in  the  banking  industry  as  to  your 
efforts  in  getting  loans  out? 

Ms.  Ryan.  Sure.  Would  you  like  me  to  primarily  focus  on  the  ef- 
forts on  the  loan  side? 
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Mrs.  Clayton.  Yes,  the  numbers,  the  results  and  the  numbers 
of  loans,  and  the  numbers  of  businesses  actually  as  a  result  of  this 
refocus  and  redesign. 

Ms.  Ryan.  Fine.  The  Export  Working  Capital  Pilot  Program 
began  in  October,  and  we  have  done,  to  date,  730  export  related 
loans  Forty  six  of  these  loans  are  the  new  Export  Working  Capital 
guaranteed  loans. 

Mrs.  Clayton.  For  the  record,  guarantee  is  where  you  have  pri- 
vate banking  parting? 

Ms.  Ryan.  Right.  All  of  these  loans  are  loan  guarantees.  We  have 
a  subset,  which  is  what  we  worked  very  hard  on  with  Exim,  which 
are  the  Export  Working  Capital  Loans,  of  which  we  have  done  46 
since  the  beginning  of  this  fiscal  year. 

Mrs.  Clayton.  Forty-six? 

Ms.  Ryan.  Forty- six.  Right. 

Mrs.  Clayton.  The  second  part  of  the  question? 

Ms.  Ryan.  We  have  had  a  very  encouraging  response.  We  have 
worked  closely  with  the  Bankers  Association  for  Trade  Finance. 
This  group  is  very  active.  It  is  somewhat  like  a  trade  association 
for  major  lenders  that  are  involved  in  trade.  The  association  has 
created  a  small  business  subcommittee  because  the  bsinks  are 
starting  to  focus  again  on  the  small  business  export  finance  issue. 

The  subcommittee  has  been  working  really  intensively  with  us. 
I  think  it  is  fair  to  say  that  we  have  made  a  lot  of  progress  but 
it  is  early  in  the  process.  It  is  brand  new  and  we  have  a  huge  mar- 
keting job  in  front  of  us.s 

Ms.  Ryan.  To  all  concerned.  I  think  the  biggest  challenge  we 
have  is  education.  For  small  businesses,  we  have  to  dedicate  our- 
selves to  the  training  of  small  businesses  in  how  to  approach  ex- 
porting and  then  we  have  to  market  to  the  banks  so  they  know 
that  this  tool  is  available.  We  are  trying  every  which  way  we  can 
to  do  that. 

Mrs.  Clayton.  My  time  is  being  enforced  by  my  chairman  who 
is  getting  "gavel  to  gavel"  on  me.  Are  we  going  to  have  a  second 
round? 

Chairman  Manzullo.  I  believe  so. 

Mrs.  Clayton.  OK,  great. 

Chairman  Manzullo.  Mr.  Chrysler. 

Mr.  Chrysler.  Yes,  thank  you.  How  many  departments  in  the 
Federal  Grovemment  deal  with  trade?  Any  of  you  know? 

Ms.  Ryan.  Nineteen. 

Ms.  Meissner.  In  terms  of  trade  promotion  under  the  TPCC,  it 
is  19  agencies  that  are  being  coordinated. 

Mr.  Chrysler.  Could  you  send  a  list  of  those  to  my  office?  Ap- 
preciate it. 

Mrs.  Clayton.  If  you  don't  mind,  would  you  share  that  informa- 
tion with  all  of  us? 

Mr.  Chrysler.  I  would  be  happy.  Matter  of  fact,  if  you  could 
send  one  to  each  one  of  the  Members  that  are  up  here,  I  think  it 
would  be  very  helpful. 

As  you  know,  the  Budget  Committee  has  proposed  dramatic 
changes 
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Chairman  Manzullo.  Excuse  me,  Mr.  Chrysler.  Those  agencies 
are  listed  on  page  3  of  the  memo  that  has  been  circulated.  So,  it 
is  buried  deep  in  your  files. 

Mr.  Chrysler.  Buried  deep  in  my  files.  In  doing  my  late  night 
reading  tonight.  I  will  get  to  it. 

Anyhow,  the  Budget  Committee  has  recommended  very  dramatic 
changes  in  the  Department  of  Commerce,  and  I  believe  that  those 
proposals  should  come  from  within  the  Department  of  Commerce  to 
make  your  operation  certainly  more  efficient  and  more  cost-effec- 
tive, certainly  in  giving  the  taxpayers  a  better  bang  for  their  buck. 
Nobody  could  be  better  at  putting  together  those  proposals  or  writ- 
ing those  proposals  than  certainty  the  people  on  the  firont  lines  of 
that. 

Rather  than  trying  to  maintain  a  status  quo  or  rather  than  try- 
ing to  increase  the  amount  of  money  that  is  needed  every  single 
year  to  perform  these  programs,  have  you  ever  done  that? 

Mr.  ViCKERY.  Well,  the  Department  of  Commerce  is  trying  at 
each  step  to  get  more  bang  for  the  buck  in  terms  of  the  way  in 
which  the  Department  is  organized  and  what  we  do  with  the  funds. 
I  might  say  in  regard  to  the  International  Trade  Administration, 
we  have  undertaken  this  year  a  look  at  our  "old  business"  and  have 
taken  a  number  of  matters  off  the  agenda  that  we  did  in  the  past 
but  we  did  not  think  were  cost  effective.  We  are  trying  to  focus  on 
those  activities  as  to  which  we  think  if  the  Government  does  not 
do  them,  they  will  not  be  done.  This  includes  opening  foreign  mar- 
kets, it  includes  advocacy  where  without  the  Government  being  in- 
volved the  market  simply  will  not  work. 

So,  we  are  trying  to  do  that.  We  have  done  a  number  of  those 
things  already  at  ITA  this  year. 

Ms.  Fitz-Pegado.  May  I  add,  Congressman,  that  reinvention  is 
under  way  and  continues  throughout  the  government,  at  the  De- 
partment of  Commerce  included.  As  we  go  into  Vice  President 
Gore's  second  phase  of  reinvention,  we  have  reinvented,  and  the 
TPCC,  indeed,  the  national  export  strategy,  in  looking  at  these  19 
agencies  and  better  defining  who  does  what  and  why,  how  we  can 
leverage  with  State  and  city  partners,  with  private  sector  partners. 

The  whole  concept  of  the  export  assistance  centers  throughout 
this  country  is  indeed  an  effort  to  work  differently,  more  effectively 
and  more  cost  effectively  so  that  the  Government  is  not  doing 
things  which  the  State  and  cities  could  do  better  or  the  private  sec- 
tor could  do  better. 

We  have  privatized  many  trade  events  over  the  past  year  be- 
cause we  have  determined  that  if  the  private  sector  can  do  it  more 
effectively  why  have  the  Federal  Government  involved.  We  have  co- 
ordinated among  these  agencies  at  the  table  on  events  around  the 
world  so  that  you  do  not  have  a  bombardment  of  the  same  types 
of  things  happening  at  the  Federal  level  or  State  and  local  level. 

So,  we  do  believe  that  through  the  reinvention  process  that  is 
under  way  that  we  have,  indeed,  improved  and  are  working  more 
effectively  in  defining  what  is  best  for  the  Federal  Government  to 
do  and  where  we  should  get  out  of  the  way. 

Mr.  Chrysler.  In  the  reinventing  process  that  Vice  President 
Gore  has  put  forward,  really  they  are  starting  with  the  wrong 
premise  and  the  wrong  question  in  the  beginning.  We  should  be 
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starting  with  the  question  of,  do  we  really  need  to  be  in  this  busi- 
ness or  should  Government  be  even  in  this  business.  That  is  some- 
thing that  should  be  asked  first,  and  that  has  not  been  asked  in 
Reinventing  Government.  They  are  looking  at  duplicative  pro- 
grams. 

Certainly  there  are  an  awful  lot  of  those,  but  I  think,  going  back 
to  my  question  about  have  you  ever  done  that,  you  are  saying  that 
Vice  President  Al  Grore's  programs  are  doing  that.  You  guys  are 
really  the  folks  that  are  on  the  front  line  in  this  thing  and  you  guys 
know  better  than  anybody  else  what  can  be  changed  so  that  tax- 
payers can  get  a  better  bang  for  their  buck  in  these  programs.  Cer- 
tainly I  would  like  to  hear  from  any  one  of  you  that  would  like  to 
send  a  note  to  my  office  on  what  some  of  your  suggestions  would 
be. 

I  guess  going  back  to  my  original  question  of  how  many  depart- 
ments or  now  many  different  groups  deal  in  trade  in  the  Federal 
Government,  do  you  believe  that  that  current  trade  policy  is  the 
right  way,  or  the  right  structure  to  have?  Or  should  we  merge 
these  19  different  departments,  in  fact,  under  a  Department  of 
Trade  and  be  able  to  go  into  these,  especially  some  of  these  Third 
World  countries  where  they  are  looking  at  infrastructure,  go  in 
there  early  and  literally  be  involved  in  the  process  of  writing  the 
bid  specs  for  the  sewers  and  the  water  and  the  highways  and  the 
communications  in  order  to  make  sure  that  American  companies 
have  the  best  opportunity  to  bid  and  get  those  contracts  in  the  long 
term? 

Mr.  Grandmaison.  Mr.  Chrysler,  if  I  might  answer  that  ques- 
tion. The  answer  is  yes,  that  is  exactly  what  we  believe  should  be 
done  and  what  we  are  doing.  We  at  TDA  see  ourselves  as  a  very 
small  venture  capital  company.  We  invest  a  small  amount  of  money 
in  a  project  and  get  a  large  payoff"  in  terms  of  U.S.  goods  and  serv- 
ices. To  a  great  extent,  we  are  doing  our  work  in  a  coordinated 
fashion  with  our  sister  agencies. 

Is  it  perfect?  Of  course  not.  But  what  is  happening  is  that  the 
trade  finance  agencies,  under  the  leadership  of  Commerce,  are  co- 
operating in  developing  the  type  of  initial  strategies  you  refer  to, 
of  going  mto  markets  and  making  experts  happen. 

One  of  the  concerns  I  would  express,  as  somebody  who  heads  a 
38-person  agency,  is  that  the  suggestion  that  large  is  better,  forgive 
me,  is  something  foreign  to  meTWe  believe  it  to  be  just  the  oppo- 
site. The  reason  that  we  are  effective  is  because  we  are  able  to 
move  quickly.  We  are  able  to  be  very  responsive  to  inquiries  from 
both  host  governments  and  U.S.  businesses. 

If  we  were  part  of  a  large  bureaucracy,  we  believe  our  mission 
would  get  lost.  That  is  one  of  the  few  advantages,  if  you  will,  that 
we  have  over  the  Japanese.  The  fact  is  that  they  have  $20  billion 
to  spend  this  year,  a  phenomenal  amount  of  money.  They  have 
seven  times  more  money  for  feasibility  studies  than  we  do.  But 
they  are,  thankfully,  slower  in  moving  things  forward.  Our  ability 
to  move  quickly  is  important  because  we  do  not  have  large 
amounts  of  money  to  fund  feasibility  studies. 

If  the  trade  agencies  were  consolidated  only  for  the  sake  of  con- 
solidation, we  have  to  be  aware  of  what  we  would  lose. 

Mr.  Chrysler.  Thank  you. 
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Chairman  Manzullo.  Thank  you. 

Mr.  Brownback. 

Mr.  Brownback.  Thank  you,  Mr.  Chairman,  appreciate  that. 

On  OPIC,  if  I  am  looking  at  your  budget  correctly,  you  pay  back 
into  the  Treasury  annually. 

Mr.  Finn.  That's  rieht. 

Mr.  Brownback.  You  are  projecting  to  pay  back  into  the  Treas- 
ury the  $118  million  fiscal  year  1995  request. 

Mr.  FmN.  That's  correct. 

Mr.  Brownback.  Do  you  have  any  draw  on  the  Treasury?  Is  your 
arrangement  that  you  receive  funding  and  can  loan  them  out  at 
less  than  market  rates. 

Mr.  Finn.  We  don't  loan  anything  at  less  than  market  rates,  Mr. 
Brownback.  All  of  our  financing  is  at  commercial  or  approximate 
commercial  rate.  We  finance  in  some  parts  of  the  world,  where,  ob- 
viously, commercial  banks  fear  to  tread,  but  out  rate  is  at  a  signifi- 
cant premium  to  Treasury  votes,  if  you  will,  as  a  basis. 

Mr.  Brownback.  So  the  only  reason  people  go  to  you  is  because 
you  will  lend  when  other  people  will  not  because  of  political  risk 
issues  and  the  like? 

Mr.  Finn.  That  is  exactly  right. 

Mr.  Brownback.  Eximbank,  I  see  your  budget  projection  has 
gone  up  substantially.  Is  that  correct,  Ms.  Haley? 

Ms.  Haley.  Yes,  that  is  a  recommendation,  Mr.  Brownback. 

Mr.  Brownback.  Has  that  indeed  happened  in  the  last  couple  of 
years  at  Eximbank,  funding  for  the  corporation  has  gone  up  sub- 
stantially? 

Ms.  Haley.  It  has  gone  up,  not  substantially,  but  just  a  little  bit. 

Mr.  Brownback.  I  show  $100  million  increase,  1993  to  1994  esti- 
mate, and  then  another  100  million  in  the  fiscal  year  1995  request. 

Ms.  Haley.  Unfortunately  I  don't  have  the  budget  figures  with 
me  today  because  I  was  not  anticipating  budget  questions  for  the 
entire  bank  and,  therefore,  I  would  be  glad  to  get  you  that  informa- 
tion later. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  Brownback.  Have  you  targeted  any  particular  regions  or 
countries  in  the  world;  that  is,  your  focus? 

Ms.  Haley.  Yes. 

Mr.  Brownback.  Maybe  you  said  that  in  your  testimony  and  I 
was  not  here. 

Ms.  Haley.  Certainly.  We  have  targeted  the  developing  countries 
in  the  world,  which  are  Asia,  Latin  America,  and  Central  Europe. 

Mr.  Brownback.  Any  particular  focus  on  former  Soviet  Union 
countries. 

Ms.  Haley.  Yes,  sir,  definitely. 

Mr.  Brownback.  I  used  to  serve  on  that  advisory  board  and  I  re- 
member we  would  have  some  focuses  that  were  market  oriented 
and  some  focuses  that  were  more  politically  driven,  frankly,  just 
because  we  wanted  to  support  a  particular  region.  I  always  thought 
that  took  away  from  our  real  purpose  and  mission.  We  should  ei- 
ther be  pro  exports  or  let  us  be  a  development  arm,  but  let  us  not 
be  both. 

Ms.  Haley.  The  developing  countries  provide  the  biggest  markets 
for  our  exporters  and  that  is  the  reason  why  we  are  there. 


24 

Mr.  Brownback.  Do  you  have  any  percentages  over  your  loan 
portfolio;  that  is  in  developing  markets  or  of  your  new  lone  port- 
folio, say  within  the  last  2  or  3  years. 

Ms.  Haley.  I  don't  have  the  figures  with  me  today  but  I  will  be 
glad  to  send  them  to  you. 

Mr.  Brownback.  Tailing  on,  quickly,  with  Congressman  Chrys- 
ler's inquiry  about  the  19  agencies  in  the  trade  promotion  field  and 
the  effectiveness  and  the  speed  with  which  we  can  move  over  the 
Japanese,  were  the  comments  you  had.  I  have  had  some  experience 
with  some  of  these,  yet,  overall,  our  trade  deficit  balloons.  It  bal- 
loons in  Republican  administrations,  it  balloons  in  Democratic  ad- 
ministrations. We  announce  trade  agreements,  and  I  have  worked 
in  that  field,  that  are  supposed  to  help  to  get  us  back,  and  yet  it 
continues. 

It  seems  like  we  almost  have  a  premise  that  is  wrong  here;  that 
we  are  either  not  focused  in  the  right  area  or  we  are  all  doing  too 
many  narrow  areas  and  not  enough  big.  Does  anybody  have  a  good 
clue  what  we  should  be  doing  to  maybe  get  that  trade  deficit  down 
or  is  there  an  answer  lying  here? 

Please,  Mr.  Vickery  or  Mr.  Meissner. 

Mr.  Meissner.  Thank  you.  I  have  been  involved  in  the  inter- 
national side  of  economics  for  25  years  in  the  U.S.  Government  in 
various  positions  and  have  been  working  on  the  trade  deficit  and 
every  year  it  has  gotten  worse.  The  underlying  problem  is  that  the 
United  States  does  not  save  and  it  consumes.  These  are  macro  is- 
sues dealing  with  consumption  patterns  in  the  U.S.  They  also  are 
involved  in  serving  in  a  very  broad  sense  as  a  reserve  currency  and 
a  trader  of  last  resort  and  a  lender  of  last  resort  in  sustaining  the 
international  system. 

To  a  great  degree  the  trade  balances,  especially  in  my  view  on 
the  Pacific,  were  also  very  much  tied  into  our  desire  to  stabilize 
economically  and  politically  the  rim  of  Asia  during  the  cold  war,  as 
we  also  sacrificed  some  of  our  own  economic  interests  in  stabilizing 
Europe  through  the  growth  and  support  of  the  European  common 
market. 

Mr.  Brownback.  If  I  could  follow  right  on  that  because  those  are 
the  points  I  have  traditionally  heard  as  well.  If  we  were  to  try  to 
create  more  savings  so  that  we  would  have  more  capital  and  more 
capital  for  investment,  government  would  have  a  role  in  that. 
Would  it  not  be  basically  to  reduce  the  deficit  would  be  a  key  way? 

Mr.  Meissner.  Yes.  At  the  moment,  the  U.S.  deficit,  by  govern- 
ment borrowing,  consumes  a  very  large  amount  of  domestic  sav- 
ings. 

Mr.  Brownback,  Wouldn't  it  be  by  tax  policy,  by  trying  to  en- 
courage savings  rather  than 

Mr.  Meissner.  As  an  economic  agency  involved  in  export  pro- 
motion, I  don't  wish  to  tread  on  the  Department  of  the  Treasury. 
I  would  like  to  be  able  to  come  back. 

Mr.  Brownback.  You  are  saying  we  are  not  saving  and  we  are 
consuming  too  much? 

Mr.  Meissner.  As  a  country,  that  is  what  your  trade  balance 
says  to  you,  yes,  sir. 

Mr.  Brownback.  Those  are  macro  issues? 

Mr.  Meissner.  Yes,  sir. 
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Mr.  Brownback.  To  be  dealt  with  macroly  by  the  Government. 

Mr.  Meissner.  Also  in  terms  of  attitude  in  the  United  States  in 
terms  of  our  own  consumers.  In  terms  of  individual  households  and 
savings  and  the  incentives  they  have  to  save.  They  do  not  nec- 
essarily have  to  be  done  by  the  U.S.  Government. 

Mr.  Brownback.  So  we  do  not  have  to  do  anything  to  encourage 
savings. 

Mr.  Meissner.  No,  I  did  not  say  that.  I  don't  think  that  it  nec- 
essarily has  to  be  done  by  the  U.S.  Government. 

Mr.  Brownback.  So  we  don't  have  to  balance  our  budget  and  we 
can  still  increase  savings. 

Mr.  Meissner.  No.  When  you  were  talking  about  a  consumption 
society  as  a  macro  issue  and  in  terms  of  savings,  if  we  are  encour- 
aging people  to  constantly  buy  and  the  general  tone  of  both  Grov- 
emment  and  private  statements  is  to  go  out  and  borrow  money, 
buy  the  car,  buy  the  house,  buy  everything  on  time  rather  than 
saving  and  making  —  this  is  an  attitude  that  is  involved  reflecting 
the  commercialization  and  the  sales  of  goods  in  the  United  States. 
It  also  is  an  attitude  that  projects  the  fact  that  you  can  stay  in  debt 
and  you  don't  have  to  save.  That  has  nothing  to  do  with  the  Gov- 
ernment. 

Mr.  Brownback.  I  am  sorrv  to  have  gotten  us  off  on  this  path 
and  I  apologize  for  that,  Mr.  Chairman. 

Chairman  Manzullo.  That  is  fine.  I  have  one  short  question.  On 
the  Eximbank,  on  the  budget,  it  shows  fiscal  year  1995  request  at 
$984  million  over  1994's  which  was  $177  million.  Does  this  show 
loan  repayments  into  a  net  figure  or  is  this  the  actual  amount  of 
money  it  costs  to  run  the  Eximbank? 

Ms.  Haley.  My  understanding,  Mr.  Chairman,  that  is  the 
amount  of  money  needed  to  run  the  Eximbank  and  to  be  able  to 
support  the  U.S.  exports. 

Chairman  Manzullo.  What  I  would  like  to  see  is,  for  those  of 
you  who  are  involved  in  the  financing  end  of  it,  and  perhaps  OPIC 
could  take  the  lead  because  you  are  making  money,  is  an 
Eximbank  that  does  not  lose  close  to  a  billion  dollars  a  year,  if  I 
am  reading  these  figures  correctly.  That  is  a  tremendous  amount. 

Are  we  getting  some  noes  back  there?  Somebody  wants  to  correct 
the  chairman.  If  you  could  identify  yourself,  please. 

Ms.  Haley.  We  have  our  Chief  of  Staff  here  who  has  all  of  the 
numbers. 

Ms.  Clegg.  Not  all  the  numbers.  Jackie  Clegg. 

Chairman  Manzullo.  Go  ahead,  please. 

Ms.  Clegg.  First  of  all,  on  your  numbers,  the  baseline  budget  for 
Eximbank  this  year  is  $823  million  with  $47  million  in  addition  to 
that  which  is  the  actual  administrative  expenses  for  employees, 
salaries,  et  cetera. 

That  $823  million,  we  have  a  slight  increase  this  year.  We  also 
have  carryover  authority.  A  lot  of  our  money  is  not  appropriated 
just  for  1  year,  it  is  appropriated  and  then  it  rolls  over  for  a  couple 
of  years.  This  is  the  money  that  is  going  for  Russia  and  the  NIS 
and  also  money  for  tied  aid  authorities  so  we  can  match  what  other 
governments  are  doing.  The  reason  the  money  is  not  1-year  money 
is  because  it  takes  along  time  to  develop  the  deals  and  we  have 
to  have  this  on  reserve  in  order  to  do  it. 
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Chairman  Manzullo.  For  payouts,  I  understand. 

Ms.  Clegg.  The  payout  is  much  longer.  But  your  basic  question 
was  whether  or  not  we  get  credit  for  the  profits  that  the  bank  actu- 
ally makes  and  the  answer  is  no.  It  goes  into  the  U.S.  Treasury. 

Chairman  Manzulix).  So  that  is  different  from  how  OPIC  oper- 
ates? 

Mr.  Finn.  We,  as  you  might  imagine,  spent  a  lot  of  time  in  hear- 
ings over  the  last  month  or  so  bringing  people  up  to  speed  on  these 
programs,  so  this  is  not  entirely  new  information  to  us. 

I  should  not  bring  in  another  macro  issue,  but  like  the  Social  Se- 
curity Trust  Fund,  there  is  a  trust  fiind  at  Treasury.  Money  goes 
into  general  revenues  because  it  is  earmarked  for  a  trust  fund. 
Ours  goes  to  Treasury  but  is  earmarked  in  the  OPIC  reserves.  The 
level  of  OPIC  reserves  contained  in  our  reserve  accounts  at  Treas- 
ury is  about  $2.3  billion.  The  income  that  those  reserves  generate 
are  credited  back  to  us.  That  is  the  miracle  of  compounding,  and 
that  is  a  large  part  of  our  income. 

Chairman  Manzullo.  So  you  are  self-sustaining,  is  what  you  are 
telUng  us? 

Mr.  Finn.  Yes,  we  are  definitely  self-sustaining. 

Chairman  Manzullo.  Including  the  cost  of  overhead,  employees, 
et  cetera? 

Mr.  Finn.  That  is  right.  From  1971  to  1991  we  operated  without 
an  annual  appropriation.  Because  of  credit  reform,  since  1992  we 
get  an  appropriation,  but  we  have  paid  that  appropriation  back  to 
the  Treasury.  Since  everything  is  in  Treasury  anyway,  these  trans- 
actions are  more  on  paper  than  in  substance,  but  the  fact  remains 
that  we  are  self-sustaining. 

Chairman  Manzullo.  I  would  just  suggest  you  do  not  tell  the 
rest  of  the  Congpress  that  you  have  a  surplus  or  it  may  not  be  there 
next  year. 

Mrs.  Clayton. 

Mrs.  Clayton.  One  of  the  questions  I  also  had  was  about  the 
trade  deficit.  I  guess  Mr.  Meissner  would  give  me  his  macro  re- 
sponse as  well,  but  I  was  also  intrigued  by  the  same  problem  my 
colleague  was  and  that  is  how  to  attribute  that. 

I  would  raise  that  question  with  you  in  writing,  because  I  am  in- 
trigued how  the  Japanese  have  increased  their  imports  to  us,  par- 
ticularly with  autos,  at  the  same  time  where  we  are  increasing  our 
deficit  overall,  particularly  on  the  capital  goods.  You  say  that  is  be- 
cause of  savings.  I  thought  that  the  answer  was  because  of  the  defi- 
cit in  general,  but  our  trade  deficit  also,  that  is  the  same  response? 

Mr.  Meissner.  Yes.  I  don't  know  if  the  rest  of  my  colleagues 
would  hke  to  add 

Mr.  ViCKERY.  We  would  be  happy  to  respond  further  in  writing, 
but  I  think  in  response  to  Congressman  Brownback's  questions, 
that  what  we  view  as  needed  is  a  coordinated  macro  and  micro  ap- 
proach. Just  simply  to  say:  "We  will  leave  it  all  alone,"  and,  "if  we 
do  not  attack  our  deficit  problem,  we  will  be  able  to  solve  it,"  that 
does  not  seem  to  be  correct.  That  is  not  the  approach  taken  by  any 
of  our  major  competitors,  whether  Japanese,  French  and  so  forth. 

As  I  said  in  my  opening  remarks,  small  business  exports  is  one 
area  in  which  we  are  vastly  underperforming  in  terms  of  exports. 
I  might  say  that  exports  are  on  the  rise.  The  sad  part  of  the  deficit 
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picture  is  really  on  the  import  side,  it  is  not  on  the  export  side.  But 
in  regard  to  small  business,  as  I  said  in  my  opening  remarks,  there 
is  an  underperformance  by  about  50  percent  that  you  would  ordi- 
narily project  from  small  and  mid-size  enterprises  if  they  were  sim- 
ply performing  in  the  relationship  to  what  they  did  in  manufactur- 
ing generally. 

We  think  this  hearing  is  on  the  right  path  in  terms  of:  "Let's  look 
at  the  micro  aspect  of  the  trade  deficit  in  terms  of  small  business, 
as  well  as  the  macro."  We  will  be  happy  to  put  together  a  further 
written  response  to  the  subcommittee  in  order  to  provide  the  de- 
tails of  a  comprehensive  approach  to  the  trade. 

Mr.  Meissner.  Just  very  quickly,  over  the  last  15  years,  our 
trade  balance  with  the  European  Community  has  in  essence  been 
close  to  zero.  Over  the  last  15  years,  our  trade  balance  with  our 
Pacific  trading  partners  is  a  $1  trillion  deficit;  $600  billion  with 
Japan,  $150  billion  with  Taiwan,  and  the  rest  spread  out  over  the 
Pacific. 

The  real  problems  are  associated  with  our  trade  on  the  Pacific 
Ocean,  less  so  with  our  European  partners,  and  we  will  be  glad  to 
respond  to  that. 

Mrs.  Clayton.  All  right.  I  will  not  push  that  one.  Let  me  just 
share  with  you,  as  you  well  know,  there  is  a  proposal  to  perhaps 
eliminate  certain  trade  promotion  activities  under  the  budget  that 
is  being  considered  now,  and  I  would  like  to  know  your  views  of 
that. 

I  think  that  was  in  Mr,  Chrysler's  line  of  questions,  that  you  may 
be  the  best  ones  to  recommend  that,  but  I  am  not  suggesting  either 
way.  I  would  just  like  to  know  what  your  response  would  be  to 
that.  That  is  a  viable  proposal  that  is  now  with  the  budget  —  I 
think  it  is  H.R.  1219  that  is  before  the  Budget  Committee. 

Mr.  ViCKERY.  First  of  all,  if  I  might.  Madam  Congresswoman,  the 
fact  is  that  in  terms  of  international  trade  promotion  at  Commerce, 
it  is  a  very  small  part  of  the  budget.  We  are  talking  about  $250 
million  for  the  entire  International  Trade  Administration  at  Com- 
merce. So,  we  are  very  much  focused  on  this  issue  of  cost  effective- 
ness. I  think  that  this  subcommittee  and  the  Congress,  in  looking 
at  the  question  of  trade  promotion,  needs  to  look  in  terms  of  func- 
tion as  opposed  to  simply  a  solution  in  terms  of  organization. 
Speaking  for  the  three  of  us  here  today  from  Commerce,  each  of  the 
functions  we  represent  cannot  be  eliminated  without  great  harm  to 
the  American  economy  and  standard  of  living. 

Let's  just  take  for  example  the  opening  of  the  China  market.  In 
my  particular  bureau,  trade  development,  we  drew  up  a  list  for 
possible  retaliation  against  China  for  not  respecting  our  intellec- 
tual property  rights.If  you  do  not  have  that  kind  of  list  and  know 
what  you  are  going  to  do  vis-a-vis  China  if  they  don't  respect  Amer- 
ican rights,  you  will  never  be  able  to  solve  the  kind  of  intellectual 
property  problem  that  Mr,  Meissner  was  indicating.  If  you  do  not 
have  Government  employees  at  the  embassies,  if  you  do  not  have 
Government  employees  who  know  about  the  countries,  if  you  do  not 
have  Government  employees  who  know  about  American  industries, 
you  are  not  going  to  be  able  to  open  foreign  markets  such  as  China 
and  protect  American  rights. 
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We  are  very  receptive  to  ideas  of  how  to  do  more  better  with  less. 
We  are  tr3dng  to  be  as  cost  effective  as  possible.  But  there  must 
be  a  concentration,  it  seems  to  me,  on  the  functions,  which  need 
to  be  performed  in  regard  to  international  trade,  not  just  the  form 
of  the  organization.  It  seems  to  me  that  we  are  very  much  focused 
on  these  functions. 

Mr.  Grandmaison.  Might  I  add  something,  please?  First  of  all, 
it  is  important  to  remember  that  we  are  taixpayers  as  well,  and  ob- 
viously the  scrutiny  that  you  are  placing  us  under  is  welcomed.  If 
we  cannot  defend  what  we  do,  then  shame  on  us,  consideration 
should  be  given  to  making  changes.  But  I  would  respectfully  sug- 
gest that  at  the  same  time  some  attention  be  paid  to  what  our  for- 
eign competition  is  doing. 

There  is  a  tendency  for  us  to  establish  American  policy  as  if  we 
were  the  only  people  on  the  planet.  The  fact  is  that  we  are  working 
hard  to  beat  the  French,  the  Grermans,  the  Japanese,  and  in  some 
cases  the  Italians  and  the  Finns.  There  is  strong  competition  out 
there.  To  expect  our  American  businesses  to  be  out  there  on  their 
own  alone,  I  would  respectfully  suggest  is  a  mistake.  Because  the 
businesses  from  those  other  countries  are  getting  help  from  their 
governments  and  in  some  cases  you  cannot  find  the  distinction  be- 
tween public  and  private  companies. 

We  are  finally,  in  large  part  through  the  work  of  the  advocacy 
center,  getting  American  businesses  to  see  the  U.S.  Government  as 
a  helpful  partner.  To  take  three  steps  back,  I  would  argue  would 
be  a  terrible  mistake. 

Ms.  Fttz-Pegado.  May  I  just  add  one  point? 

Mrs.  Clayton.  Yes. 

Ms.  Fitz-Pegado.  As  you  review  these  many  plans,  I  would  think 
that  this  subcommittee,  this  subcommittee  particularly,  interested 
in  small  business,  would  take  a  particular  look  at  what  these  agen- 
cies and  what  the  U.S.  Government  is  doing  for  small  business  in 
the  area  of  export  promotion. 

These  compeinies  otherwise  could  not  afford  —  when  we  talk 
about  privatizing  counseling  services  or  market  information,  when 
we  talk  about  taking  the  domestic  field  of  the  U.S.  and  Foreign 
Commercial  Service  and  privatizing  it  or  turning  it  over  into  State 
block  grants,  when  we  talk  about  moving  the  Foreign  Commercial 
Service  to  the  Department  of  State  and  separating  and  integrating 
an  interdependent  agency  that  is  working  effectively  for  small  busi- 
ness, I  don't  know  how  we  could  really  move  small  business  inter- 
ests forward. 

We  are  all  client  focused.  We  are  all  looking  at  your  constituency 
base  throughout  the  United  States  of  America.  I  don't  know  that 
it  could  happen.  To  the  extent  we  can  do  a  lot  better,  we  can  export 
more,  we  should.  But  we  are  providing  cost-effective  services  and 
information  and  trade  finance  counseling  and  access  to  capital  to 
people  who  cannot  afford  to  get  that  information  or  those  services 
from  the  private  sector. 

Mrs.  Clayton.  Well  said. 

Chairman  Manzullo.  Mr.  Chrysler,  before  I  turn  this  back  to 
you,  Mr.  Meissner,  you  had  held  up  the  two  red  documents,  Uru- 
guay Round  with  each  individual  congressional  district. 
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Mr.  Meissner.  This  is  actually  organized  by  State,  but  we  also, 
I  believe,  have  it  by  congressional  district. 

Chairman  Manzullo.  We  never  got  that  information  in  our  of- 
fice. 

Mr.  Meissner.  We  will  be  glad  to  provide  it.  It  is  also  on  Flash 
Fax. 

Chairman  Manzullo.  Did  that  come  prior  to  the  vote  on  GATT 
last  year. 

Mr.  Meissner.  Yes. 

Chairman  Manzullo.  That  is  one  of  the  big  problems.  We  have 
documents  being  generated  and  —  I  am  not  saying  you  did  not 
send  it,  because  we  just  got  a  little  bit  of  information  in  our  office, 
700  letters  a  week,  plus  reports. 

Mr.  Meissner.  Right.  I  know  it  was  personally  delivered  to  every 
office  with  a  letter  from  the  Secretary. 

Chairman  Manzullo.  Did  you  get  it,  Mrs.  Clayton? 

Mrs.  Clayton.  Yes. 

Chairman  Manzullo.  Was  there  a  breakdown  by  congressional 
district  or  just  by  State? 

Mr.  ViCKERY.  Mr.  Chairman,  that  is  generated  bv  and  large  out 
of  our  Office  of  Trade  and  Economic  Analysis.  We  have  the  States 
done.  The  congressional  districts,  we  have  some  of  them  done  and 
others  are  not  and  under  present  budgetary  constraints  cannot  be 
done  because  the  data  is  collected  by  postal  mailing  districts  that 
cross  Congressional  District  lines.. 

Chairman  Manzullo.  When  we  had  asked  you  to  prepare  for  the 
Members  here  district  trade  profiles,  I  appreciate  the  work  you  did 
on  it,  but  as  to  the  accuracy,  I  have  dodbts.  For  example,  the  pro- 
file included  Libertyville,  Illinois  which  is  not  in  my  district.  That 
is  where  Motorola  is.  You  had  McHenry  County  being  responsible 
for  like  30  percent  of  Illinois  exports.  McHenry  County  is  in  my  dis- 
trict but  Libertyville  is  in  Lake  County. 

So,  if  you  can  break  those  down  by  Zip  code,  by  more  than  just 
the  first  three  digits,  the  information  would  be  more  precise.  Mr. 
Chrysler  and  I  looked  at  our  profiles  and  I  know  you  went  through 
a  lot  of  work  on  it,  and  I  understand  you  have  budgetary  con- 
straints, but  the  information  you  gave  us  was  inaccurate. 

Mr.  ViCKERY.  Well,  I  believe  if  you  will  —  that  it  was  a  part  of 
the  problem  of  not  bein^  able  to  break  down  the  3-digit  Zip  codes. 
There  is  no  available  information  broken  down  by  the  five  Zip 
codes.  It  is  not 

Chairman  Manzullo.  It  just  goes  to  the  first  three. 

Mr.  ViCKERY.  That  is  correct. 

Chairman  Manzullo.  Why  can't  it  be  done  on  the  next  two? 

Mr.  ViCKERY.  Because  it  is  not  available  from  the  Census  Bureau 
and  the  Census  Bureau  will  not  release  5-digit  Zip  code  informa- 
tion unless  they  get  more  money  in  order  to  he  able  to  provide  the 
data  in  a  mannor  that  avoids  disclosure  of  confidential  information. 

Chairman  Manzullo.  We  will  put  OPIC  in  charge  of  the  census, 
too.  Mr.  Chrysler. 

Mr.  ViCKERY.  That  is  the  basic  problem. 

Chairman  Manzullo.  Thank  you,  I  appreciate  that. 

Mr.  Chrysler.  I  iust  want  to  do  a  follow-up  real  quickly  on  my 
original  question  about  how  many  departments  are  involved  in 
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trade.  Don  mentioned  to  me  that  on  page  3  in  his  paper  here  that 
they  were  listed  in  there  and,  in  fact,  they  are,  except  they  are  list- 
ed as  department.  I  guess  my  question  was  agencies.  Like  as  an 
example,  it  lists  the  Department  of  Commerce  in  here  and  I  think 
there  are  at  least  four  agencies  within  the  Department  of  Com- 
merce that  deal  with  either  export  or  import. 

So,  what  I  am  looking  for  there  is  the  number  of  agencies  in  the 
Federal  Government  that  deal  in  trade.  So,  I  would  ask  that  re- 
quest again  so  we  can  try  to  get  our  arms  around  this  thing,  so 
that,  if  as  some  people  have  suggested,  we  should  create  a  Depart- 
ment of  Trade,  we  will  know  at  least  what  we  are  starting  with. 

Thank  you. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  Finn.  Mr.  Chairman,  I  know  that  you  are  about  to  break  this 
meeting.  There  was  one  issue  that  came  up  earlier  and  I  don't 
want  to  leave  this  subcommittee  with  an  incomplete  view.  We  were 
discussing  at  the  time  the  differences  or  the  potential  similarities 
between  OPIC  and  Exim,  and  it  is  very  important  to  look  at  the 
basis  for  the  two  agencies. 

Mr.  Grandmaison  was  eloquent  on  the  subject  of  the  competition 
from  other  countries.  Eximbank  is  shown  perhaps  as  a  cost  in  the 
budget  and  there  are  several  reasons  for  that.  First  of  all,  their 
principal  tj^e  of  lending  is  sovereign  lending,  which  has  risks  to 
it.  When  you  are  lending  into  the  developing  world  and  you  are  re- 
lying on  the  credit  of  a  government,  governments  around  the  world 
have  bad  credit,  and  particularly  in  the  world  where  Exim  is.  We 
at  OPIC  do  not  do  sovereign  lending.  We  only  do  project  based 
lending,  a  very  important  bottom  line  distinction  between  the  two 
programs. 

The  other  area,  and  I  think  this  is  potentially  less  significant  if 
we  do  it  right,  is  the  area  of  tying  the  war  chest  or  tied  aid.  It  is 
a  U.S.  Grovernment  policy,  and  Congress  has  appropriated  funds  to 
be  applied  in  the  competition  between  countries  for  third  market 
contracts.  There  is  a  certain  amount  of  money  in  Exim's  budget 
that  is  set  aside  to  perform  this  function. 

It  costs  something  if  it  is  used.  If  it  is  threatened  and  not  used, 
then  it  ultimately  does  not  cost  anything,  but  at  least  it  is  there 
and  it  allows  Chairman  Brody  and  his  colleagues  at  Exim  to  wield 
a  very  potent  stick.  We  do  not  provide  subsidized  financing  of  any 
kind  at  OPIC.  So,  there  is  no  comparison  there. 

The  third  area,  going  back  to  sovereign  lending,  because  the 
world  is  changing  Eximbank  is  trying  to  develop  a  project  finance 
group  to  do  similar  types  of  lending  as  OPIC,  but  not  overlapping, 
not  areas  that  create  unnecessary  overlap  between  agencies.  I 
think  they  have  to  date  been  very  successful,  and  if  you  look  at  the 
cost  of  that  program,  you  will  find  it  is  much  less  costly,  or  indeed 
no  cost,  compared  to  their  sovereign  lending. 

Sorry,  I  did  want  to  get  that  on  the  record  because  it  is  an  impor- 
tant distinction. 

Chairman  Manzullo.  Thank  you  for  mentioning  that. 

I  do  have  a  homework  assignment,  and  Ms.  Fitz-Pegado,  since  I 
gave  you  2  minutes  of  my  time,  I  will  put  you  in  charge  of  this. 
What  I  would  like  you  to  do  is  draw  for  me  a  flow  chart.  Show  me 
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how  all  of  your  groups  work  together.  Then  give  us  some  hypo- 
thetical constructs  to  walk  us  through. 

I  want  this  as  practical  as  possible  so  that  my  sixth  grader  can 
read  it  and  understand  how  overseas  financing  and  trade  pro- 
motion is  working  with  regard  to  small  business. 

Then  the  second  part,  and  this  can  be  very  generic  because  I 
know  it  is  not  your  area  and  it  is  more  for  the  benefit  of  Mrs.  Clay- 
ton than  anybody  here  because  she  is  on  Agriculture  and  rep- 
resents, what,  17  agricultural  counties? 

Mrs.  Clayton.  More  than  that. 

Chairman  Manzullo.  More  than  that.  Half  of  her  State.  But  to 
show  us  how  agriculture  interconnects.  Maybe  you  could  work  with 
somebody  on  that,  Joe,  you  said  somebody  from  Ag  was  working 
with  you  in  TDA,  is  to  get  that  person  to  do  a  little  chart  also.  They 
are  taking  57  percent  of  the  trade  promotion  money  in  the  country 
now,  and  to  the  extent  that  there  is  any  overlap  perhaps,  but  at 
least  show  the  relationship  between  what  you  are  doing  and  agri- 
culture. 

But  I  want  this  to  be  very,  simple.  Use  the  most  simple  diction- 
ary terms  possible,  because  I  in  fact,  will  rim  it  by  my  11-year-old 
and  see  if  he  vmderstands  it.  He  is  very  bright,  but  what  you  are 
doing  has  to  be  reduced  to  very  simple  terms  so  that  Members  of 
Congress  can  take  a  look  at  this  and  understand  it. 

Then,  Lauri,  if  you  would  not  mind  reporting  back  to  my  staff  di- 
rector, Phil  Eskeland.  How  much  time  do  you  tnink  you  need?  First 
part  of  May  or  something  like  that  when  we  are  back  from  the 
break? 

Ms.  Fttz-Pegado.  Sure. 

Chairman  Manzullo.  Is  that  enough  time? 

Ms.  Fttz-Pegado.  Sure. 

Chairman  Manzullo.  Mrs.  Clayton,  did  you  want  to  add  to  that? 

Mrs.  Clayton.  I  wanted  to  add  your  11-year-old  son  can  prob- 
ably read  graphs.  The  other  comment  that  you  would  suggest  that 
a  6th  grade  level  is  where  the  Congress  could  understand  it,  I 
won't  comment  about  that,  but  you  may  be  right. 

I  would  like  to  ask,  if  I  may,  Mr.  Chairman,  SBA,  Ms.  Ryan,  had 
indicated  that  we  have  had  four  of  the  USEAC  —  how  do  you  pro- 
nounce that,  USEAC? 

Ms.  Ryan.  That  is  the  acronym. 

Mrs.  Clayton.  Stands  for  the  U.S.  Export  Assistance  Centers. 
The  chairman  asked  you  which  was  the  closest.  I  guess  the  ques- 
tion I  would  ask  is:  Do  you  have  a  list  of  the  potential  others  there 
are?  Obviously,  my  question  is  where  is  the  one  in  North  Carolina, 
the  center,  going  to  be?  When  will  that  happen? 

Ms.  Fttz-Pegado.  We  have  a  chart  right  there. 

Mrs.  Clayton.  OK,  that  will  help  us. 

Ms.  Ryan.  That  will  show  you  the  closest,  which  I  believe  would 
be  probably  Atlanta.  The  best  way  I  would  think  for  a  small  busi- 
ness in  North  Carolina  to  connect  would  be  through  the  Small 
Business  Development  Center  at  UNC.  They  have  a  lot  of  dedi- 
cated resources  for  small  business  exporting.  I  don't  believe  there 
is  a  USEAC  planned  for  North  Carolina  in  the  next  round. 

Mrs.  Clayton.  Thank  you. 

Mr.  Chairman,  thank  you  for  having  this  hearing. 
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Chairman  Manzullo.  Thank  you.  Mr.  Meissner,  a  short  com- 
ment? 

Mr.  Meissner.  Very  short  comment.  I  had  the  opportunity  to  be 
president  of  a  Bankers  Association  For  Foreign  Trade  in  the  in- 
terim period  of  the  RepubHcan  administrations,  as  well  as  being  in 
international  banking,  and  one  thing  we  lack  in  the  United  States 
is  eflFective  support  from  the  banking  industry  for  small-  and  me- 
dium-sized business  to  get  involved  in  foreign  trade  abroad. 

We  have  seen,  during  the  LDC  debt  crisis,  about  half  of  the  U.S. 
banks  that  were  involved  in  actually  supporting  trade  pull  out  of 
the  trade  business.  BAFT'S  membership  of  U.S.  banks  dropped 
from  about  200  to  about  100  over  about  5  years.  When  you  look  at 
the  banking  systems  in  the  U.K.  or  Japan  or  Germany,  this  is  one 
of  the  major  assets  they  have  in  the  sense  that  the  banks  work  ex- 
tremely closely  with  small-  and  medium-sized  business  to  foster  ex- 
ports. 

We  do  not  have  a  similar  structure  in  the  U.S.,  and  we,  also  at 
the  Commerce  Department,  are  working  with  BAFT  to  try  to  stim- 
ulate the  development  of  more  effective  local  banks  who  will  be  in- 
volved and  help  small  firms  in  international  trade.  To  the  extent 
that  the  subcommittee  can  assist  in  that  effort,  these  are  the  peo- 
ple who  touch  the  people  in  your  districts. 

Thank  you. 

Chairmgm  Manzullo.  Appreciate  that  very  much. 

We  are  adjourned. 

[Whereupon,  at  12  noon,  the  subcommittee  was  adjourned,  sub- 
ject to  the  call  of  the  chair.] 
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APPENDIX 


List  of  Federal  Export  Programs  by  Agency 

Agency  for  International  Development 

Business  Development  Servi  ;es 

Center  for  Trade  and  Invcstrient  Services 

Consultant  Registry  InformaTion  System  (ACRIS) 

Environmental  Technology  h'etwork  for  Asia  (ETNA) 

Export  Assistance  Centers 

International  Executive  Service  Corps 

Minority  Resource  Center 

Agriculture,  U.S.  Deptirtment  of 

AgExport  Action  Kit 

AgExport  Connections 

AgExport  FAX  Polling  System 

AGRICOLA 

Agricultural  Cooperative  Service 

Agriculture  Trade  and  Marketing  Infonnation  Centers 

Animal  and  Plant  Health  Inspection  Service 

Buyer  Alert 

Commodity  Credit  Corporati  m 

Computerized  Information  D  jli very  Service 

Country  Market  Profiles 

Economic  Research  Service 

Federal  Grain  Inspection  S^rnce 

Food  Quality  Assurance  Program 

Food  Safety  and  Inspection  Service 

Foreign  Agricukural  Service 

Foreign  Buyer  Lists 

Inspection  Certificates  for  Fo  }d  and  Agricultural  Exports 

International  Food  Shows 

Market  Promotion  Program 

National  Agricultural  Library 

Sales  Missions 

Supplier  Lists  (U.S.) 

Trade  Assistance  and  Promot  on  CH£ce 

Trade  Leads 

Trade  Shows 

Transportation  and  Marketing  Division 

Voluntary  Food  Quality  Certi  ication  Service 

Commerce,  U.S.  Department  of 

Advocacy  Center 

American  Business  Centers  in  the  Newly  Independent  States 

Afiica,  Near  East,  and  South  \3ia  (Office  of) 
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Agent/Distnbutor  Service 

Basic  Guide  to  Exporting 

BIShfIS 

Bureau  of  Export  Administntion 

Business  America 

Business  Information  Servici;$  for  the  Newly  Independent  States 

Catalog  Exhibitions 

Certified  Trade  Fairs 

Certified  Trade  Missions  Program 

Conunercial  News  USA 

Consortia  of  American  Busir  esses  in  Eastern  Europe 

Consortia  of  American  Busir  esses  in  the  Newly  Independent  States 

Customized  Sales  Survey 

District  Export  Councils 

Eastern  Europe  Business  Bu  letin 

Eastern  Europe  Business  Information  Center 

Eastern  Europe  Looks  for  Pirtners 

Economic  Bulletin  Board 

Economic  Bulletin  Board  Fa:: 

European  Union  Hotline 

Export  and  Import  Trade  Da:a  Base 

Export  Assistance  Centers 

Export  Contact  List  Service 

Export  License  Application  and  Information  Network 

Export  Licensing  (OEL)  Insider  Newsletter  (Office  of) 

Export  Licensing  Voice  Information  Syslrai  ^ 

Export  Promotion  Calendar 

Export  Promotion  Coordinat  on  (Office  of) 

Export  Qualifier  Program 

Export  Trade  Certificate  of  Review 

Export  Trading  Company  AjRairs  (Office  of) 

Export  Yellow  Pages 

Foreign  Buyer  Program 

Foreign  Commercial  Service  U.S.) 

Foreign  Traders  Index 

GATT 

GATT  Hotline  '     -    '    '- 

Gold  Key  Service 

Inspection  Certificates  for  Se;ifood  Exports 

International  Data  Base 

International  Economic  Polic'  Country  Desk  Officers 

International  Major  Projects  (Office  of) 

Japan  Export  Information  Center 

Japan's  Official  Development  ^sistance  Program 

Latin  America  and  Caribbean  (Office  oQ 

Market  Development  Cooper  itor  Program 

Matchmaker  Trade  Delegatio  is 

Metric  Program 

Multi-State  Trade  Days  Progi  am 

Multilateral  Affairs  (Office  of 

Muhilateral  Development  Bark  Operations 
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National  Institute  of  Standards  and  Technology 

National  Marine  Fisheries  Service 

National  Technical  Information  Service  •; 

National  Trade  Data  Bank 

NAFTA  (Office  oO  s  . , 

Pacific  Basin  (OflBce  of) 

Product  Literature  Centers 

Single  Internal  Market  1992  Information  Service 

System  for  Tracking  Export  License  Application 

Trade  and  Economic  Analysi  s  (OflBce  oO 

Trade  Development  Industry  Officers 

Trade  Fairs  and  Exhibitions 

Trade  Information  Center 

Trade  Missions 

Trade  Opportunities  Progran  i 

Travel  and  Tourism  Adminis  ration  (U.S.) 

Uruguay  Round  Hotline  (GATT) 

U.S.  and  Foreign  Commercial  Service 

World  Traders  Data  Report 

Energy,  U.S.  Department  of 

Coal  and  Technology  Export  Program 

Committee  on  Renewable  Ensrgy  Commerce  and  Trade 

Export  Assistance  Initiative 

Environmental  Protection  Agency  (EPA) 

International  Technology  Tra  isfer  Activities 

Export  Import  Bank  o  the  United  States 

Bank  Letter  of  Credit  Policy 

City-State  Program 

Credit  Services 

Engineering  Multiplier  Progrrm 

Export  Assistance  Centers 

Export  Credit  Insurance 

Export  Financing  Hotline 

Financial  Institution  Buyer  Cr  ;dit  Policy 

Guarantee  Program 

Lease  Guarantees 

Lease  Insurance  Policies 

Loan  Program 

Medium-Term  Single-Buyer  I  olicy 

Multi-Buyer  Policy 

New-to-Export  Policy 

Operations  and  Maintenance  Contracts  Program 

Regional  Offices 
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Short-Term  Single-Buyer  C  edit  Policy 

Umbrella  Policy 

Working  Capital  Guarantee  'rogram 

Labor,  U.S.  Department  of 

Foreign  Labor  Trends 


Overseas  Private  Investment  Corporation 

Finance  Programs 
Hotline 

Investment  Insurance 
Investment  Missions 

Small  Business  Administration 

Business  Loan  Guarantee  Pro^jram  ,i>         '^'^'  *       7     i. 

Export  Assistance  Centers 

Export  Legal  Assistance  Uctv,  ork 

Export  Working  Capital  Program 

International  Trade  (Office  of) 

International  Trade  Loan  Guai  antee  Program 

Minority  Small  Business  and  C  apital  Ownership  Development  (OflBce  of) 

SBAtlas  -  Automated  Trade  L:>cator  Assistance^Srvice 

Service  Corps  of  Retired  Exccitives  (SCORE) 

Small  Business  Development  C  enters 

Small  Business  Institutes 

Small  Business  Investment  Conpanies  '^'-  - 

State,  U.S.  Department  3f  ** 

Bureau  of  Economic  and  Business  Affairs 
Defense  Trade  Controls  (Office  of) 
Embassies  and  Consiilates  (US) 
Overseas  Security  Advisory  Co  incil 
Regional  Bureaus 

Trade  and  Development  Agency 

African  Development  Bank 

Definitional  Missions 

Feasibility  Studies 

Grants  to  Multilateral  DKvelonpi  ;nt  Banks 

International  Finance  Corporation 

Reverse  Trade  Missions 

Technical  Assistance  Grants 
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Technical  Assistance  Trust  I  unds  for  U.S.  Consultants 
Technical  Symposia         , 
Training  Grants 

World  Bank/International  Bank  for  Reconstruction 
Transportation,  U.S.  Department  of 

Cooperation/Technology  Sh-unng 
Technical  Assistance 
Visitors  Program 

Treasury,  U.S.  Department  of  the 

ATA  Camet 

U.S.  Information  Agency 

"Doing  Business"  Television  Program 
International  Visitors  Progra-n 

U.S.  Trade  Representative  (Office  of  the) 

General  Counsel  (Office  of  the) 

National  Trade  Estimates  Re  )0rt  on  Foreign  Trade  Barriers 

U.S.  Export  Assistance  Centers 

Callforni* 

Long  B«ach  , 

Suit*  1670, 
On«  World  Tr«d«  Center, 90931 
310-980-4550,  fax  980-4561 

Florida 

Miami 

Trade  Port  Building,  6th  Floor 

5600  Northwe»t  36th  Avenue,  3  3166 

305-526-7425,  fax  526-7434 

Mailing  address: 

P.O.  Box  590570 

Miami,  FL  33159-0570 

Illinoi* 

Chicag© 

Xerox  Center,  Suite  2440 

55  West  Monroe,  60603 

312-353-6040,  fax  353-3098 

Maryland 
Baltimore 
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Statement  of 

Congresswoman  Eva  M.  Clayton 

Before  the  Subconunittee  on 

Procurement,  Exports  and  Business 

Washington,  D.C.       <■.■ ,.    ^ 

Wednesday,  March  29,  1995 


Mr.  Chairman,  this  is  a  most  urgent  and  important 
hearing.   The  growing  balance  of  trade  deficit  compels  us 
to  take  a  close  look  at  America's  trade  policies  and  the 
institutions  responsible  for  carrying  out  those  policies. 
I  happen  to  beUeve  that  the  best  opportunity  for  growth  in 
America  lies  beyond  the  borders  of  the  United  States. 
The  next  community  development  program  will  be  through 
doing  business  abroad.   The  future  of  economic  progress 
can  be  found  in  the  global  marketplace.   The  next  jobs 
program  will  be  through  exports  to  foreign  countries. 


I  am  aware  that  there  are  some  who  question  the  wisdom 
of  investing  in  global  competition,  while  expecting  those 
investments  to  help  reduce  our  balance  of  trade  deficit. 
There  are  some  who  beUeve  the  return  does  not  justify  the 
money  spent.    Those  doubters,  I  believe  are  short-sighted. 
I  look  at  the  Pacific  Rim,  and  I  see  two-thirds  of  the 
world's  commerce.   How  can  we  ignore  that?   I  look  at 
China's  one  and  a  half  billion  citizens,  and  I  see 
consumers  of  American  products.    I  look  at  India,  and  I 
see  —  people  who  buy  products  and  services  —  a  middle 
class  that  is  as  large  as  the  whole  population  of  the  United 
States.   How  can  we  ignore  that?   I  also  know  that  there 
are  some  who  are  proponents  of  returning  to  the  past  — 
putting  our  foreign  business  operations  back  under  our 
foreign  diplomacy  operation,  the  Department  of  State.    I 
must  question  the  wisdom  of  that  proposal.    Do  we  really 
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want  to  go  back  to  a  place  where  even  Russia  is  beginning 
to  depart  from?   Do  we  really  want  to  mix  business  and 
government  in  such  a  way  that  the  lines  become  fuzzy  and 
unclear?   I  happen  to  believe  that  when  nations  do  'J 

business  together,  they  are  less  hkely  to  make  war  against 
each  other.   When  we  have  goods,  services  and  people  in 
Korea,  we  don't  have  to  wonder  as  much  what's  going  on 
in  that  part  of  the  world.    And,  did  we  push  so  hard  to 
"Free  South  Africa"  only  to  choke  the  free  flow  of 
enterprise  between  that  Nation  and  our's?   The  Big 
Emerging  Markets  for  trade  are  in  Asia,  Africa,  Central 
Europe  and  Latin  America.   I  would  hope  that  this  and 
future  hearings  will  turn  to  how  we  can  best  and  most 
effectively  break  into  those  markets.    According  to  the 
Trade  Promotion  Coordinating  Committee  (TPCC),  which 
has  representatives  from  nineteen  federal  agencies,  there 
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are  three  essential  ingredients  that  small  exporters  need  to 
be  successful.    Those  three  ingredients  are  (1)  access  to 
capital,  (2)  advice  and  information,  and  (3)  training. 
In  my  view,  the  most  important  of  the  three  is  access  to 
capital.    Many  lenders  have  either  abandoned  their  export 
loan  portfolios,  when  less  than  a  miUion  dollars  is 
involved,  or  lack  the  experience  to  make  such  loans. 
Risk  has  been  a  driving  force  in  these  decisions. 
It  is  my  hope  that  considerable  time  in  these  hearings  will 
be  devoted  to  ways  to  increase  access  to  capital.    I  am 
aware  that  the  Small  Business  Administration  has  created 
a  new  Export  Working  Capital  Program  (EWCP), 
designed  to  provide  small  businesses  with  the  working 
capital  they  need  to  support  export  transactions. 
Under  the  Agency's  loan  program,  over  the  past  two 
years,  some  696  million  dollars  in  export-related  bank 


loans  were  guaranteed,  creating  approximately  7,200  new 
jobs,  as  a  result  of  successful  export  sales.   The  efforts  of 
the  Small  Business  Administration  in  promoting  export 
activity  are  being  replicated  and,  in  some  instances, 
improved,  by  the  aggressive  work  of  agencies  like  the 
Department  of  Commerce,  the  International  Trade 
Administration,  the  Export-Import  Bank  of  the  United 
States  and  the  U.S.  Trade  and  Development  Agency. 
There  is  fertile  ground  for  export  activity  and  increasing 
federal  government  help  for  those  with  the  vision  to 
venture  out.   This  renewed  emphasis  on  export  activity  is 
not  without  basis.   We  have  a  record  balance  of  trade 
deficit  in  the  United  States.   Exports  have  been  steadily 
declining,  while  imports  have  been  steadily  rising. 
The  largest  decrease  in  exports  have  been  in  capital  goods, 
foods,  beverages  and  consumer  goods.  The  largest  increase 
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in  imports  have  been  in  automotive  products,  industrial 
supplies  and  such  consumer  goods  as  toys,  games, 
television  sets  and  VCRs.    The  balance  of  trade  deficit 
fuels  the  domestic  deficit,  which  in  turn  fuels  the  calls  for 
spending  reductions  and  budget  cuts.   I  believe  we  need  a 
new  philosophy  —  a  philosophy  that  looks  to  China,  Hong 
Kong  and  Taiwan,  not  as  far  away  places  too  distant  to 
take  our  products,  but  as  markets,  now  opening  up  and 
opportunities  yet  unfulfilled.    We  need  a  new  philosophy  ~ 
-  a  philosophy  that  looks  to  South  Korea,  Indonesia  and 
India,  not  as  mystical,  unknown  lands,  beyond  our  grasp, 
but  as  places  for  the  future.    We  need  a  new  philosophy  — 
a  philosophy  that  looks  at  Poland  and  Turkey  in  Central 
Europe  and  Mexico,  BrazU  and  Argentina  in  Latin 
America,  not  as  places  where  they  speak  a  different 
language.    The  power  of  money  is  that  it  transcends  all 
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language  barriers.   We  are  no  longer  in  a  Cold  War  with 
Russia.    Americans  need  to  join  the  Hot  War  to  break  into 
Russian  markets.    And,  of  course,  there  is  Africa. 
Who  would  have  thought  that,  as  a  result  of  people 
marching,  on  bitter  cold  winter  days,  chanting,  "Free 
Nelson  Mandela",  that,  in  our  time,  we  would  bear  witness 
to  one  of  the  greatest  revolutions  of  all  time.   There  are 
wide  opportunities  for  U.S.  goods  and  services  in  South 
Africa.   We  need  a  new  philosophy  —  a  philosophy  that 
puts  our  reach  beyond  our  grasp  —  a  philosophy  that 
considers  Beijing  as  near  as  Baltimore  —  a  philosophy  that 
sees  the  world  through  a  focused  lens.    It  is,  therefore,  my 
hope  that  these  hearings  will  soon  turn  to  ways  to  expand 
exports  and  increase  our  global  participation.    The  next 
community  development  program,  the  next  economic 
stimulus  program,  the  next  jobs  program,  won't  come 
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from  Washington.    Those  programs  will  come,  if  they 
come  at  all,  from  the  big  emerging  markets  abroad.    Let's 
not  miss  this  moment. 


.    / 
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STATEMENT  OF  CHAIRMAN  DON  MANZULLO 
SUBCOMMITTEE  ON  PROCUREMENT,  EXPORTS,  AND 

BUSINESS  OPPORTUNITIES  ^^ 

SMALL  BUSINESS  COMMITTEE 
MARCH  29,  1995 
10:00AM  ROOM  23  59  RHOB 

THE  SUBCOMMITTEE  WILL  COME  TO  ORDER. 
TODAY  OUR  SUBCOMMITTEE  WILL  BEGIN  A  SERIES  OF 
HEARINGS  ON  THE  APPROPRIATE  ROLE  AND 
EFFECTIVENESS  OF  VARIOUS  FEDERAL  EXPORT 
PROMOTION  PROGRAMS,  ESPECIALLY  AS  THEY  IMPACT 
SMALL  BUSINESS. 

THE  NEW  CONGRESS  FACES  A  MONUMENTAL  TASK 
OF  BRINGING  DOWN  OUR  MASSIVE  FEDERAL  BUDGET 
DEFICIT  WHILE  TRYING  TO  FACILITATE  THE 
CREATION  OF  GOOD-PAYING  JOBS. 
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CONGRESS  HAS  A  SERIES  OF  PROPOSALS 
BEFORE  IT  THAT  WOULD  ELIMINATE  TRADE 
PROMOTION  PROGRAMS,  TRANSFER  THEM  OVER  TO  THE 
STATE  DEPARTMENT  OR  COMBINE  ALL  TRADE 
FUNCTIONS  INTO  A  DEPARTMENT  OF  TRADE.   SOME 
MEMBERS  HAVE  PROPOSED  ELIMINATING  THE        '" 
COMMERCE  DEPARTMENT. 

J  ■. 

WHY  HAS  CONGRESS  REACHED  THIS  JUNCTURE? 
PARTIALLY  BECAUSE  OF  THE  LARGE  NUMBER  OF 
WITNESSES  HERE  BEFORE  US  TODAY.   THERE  ARE  19 
AGENCIES  THAT  HAVE  SOME  ROLE  IN  TRADE 
PROMOTION.   UP  UNTIL  RECENTLY,  FEW  EVEN 
TALKED  TO  EACH  OTHER.   TODAY,  IT  IS  STILL   T. 
DIFFICULT  FOR  EVERY  AGENCY  TO  SING  FROM  THE 
SAME  SONG  SHEET. 
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FOR  EXAMPLE,  THE  DEPARTMENT  OF 
AGRICULTURE  IS  NOT  WITH  US  THIS  MORNING 
BECAUSE  THEIR  HUGE  SHARE  OF  THE  EXPORT 
PROMOTION  BUDGET  IS  A  GOOD  REASON  FOR  A    ^^  ' 
SEPARATE  HEARING  BY  ITSELF.   THE  BUDGET  FOR 
THE  MARKET  PROMOTION  PROGRAM  ALONE  IS  ALMOST 
AS  LARGE  AS  THE  ENTIRE  BUDGET  FOR  THE  U.S. 
FOREIGN  AND  COMMERCIAL  SERVICE. 

THE  MPP  SUBSIDIZES  FOREIGN  -^ 

ADVERTISEMENTS  OF  SOME  OF  THE  LARGEST 
AGRICULTURAL-BASED  CORPORATIONS  IN  THE  WORLD. 
YET,  ACCORDING  TO  A  RECENT  SURVEY  CONDUCTED 
BY  THE  KENAN  INSTITUTE  OF  PRIVATE  ENTERPRISE, 
MANY  SMALL  MANUFACTURERS  STILL  RELY  PRIMARILY 
ON  THE  PRIVATE  SECTOR  TO  FIND  HELP  IN 
EXPORTING.   SOMETHING  IS  NOT  RIGHT. 
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THIS  IS  NOT  A  TIME  TO  RESHUFFLE  THE 
STATUS-QUO.   WE  NEED  MORE  THAN  A  REINVENTION 
OF  GOVERNMENT.   IT'S  TIME  TO  THINK  OF  RADICAL 
SOLUTIONS.   WE  NEED  TO  CREATE  A  ONE-STOP  SHOP 
FOR  THE  ENTIRE  FEDERAL  GOVERNMENT  ON  TRADE 
MATTERS.   WE  MUST  STREAMLINE  WHERE  THERE  IS 
SIMILAR  OR  DUPLICATE  FUNCTIONS.   AND,  WE  MUST 
FOCUS  ON  AND  SERVE  THE  SMALL  BUSINESS  PERSON, 
THE  GENERATOR  OF  MOST  NEW  JOBS  IN  THIS 
COUNTRY . 

I  LOOK  FORWARD  TO  THE  TESTIMONY  OF  THE 
WITNESSES  HERE  BEFORE  US. 
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STATEMENT  OF  CHRISTOPHER  FINN 

EXECUTIVE  VICE  PRESIDENT 

OVERSEAS  PRIVATE  INVESTMENT  CORPORATION 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

On  behalf  of  OPIC  President  Ruth  R.  Harkin,  I  want  to  thank  you  for  the  opportunity  to 
be  with  you  today  to  discuss  the  role  of  OPIC  programs  in  identifying  and  promoting  small 
business  participation  in  export  opportunities  around  the  world. 

A  free-market  revolution  is  sweeping  across  the  globe,  creating  vast  new  business 
opportunities  in  the  emerging  markets  of  the  developing  world.  Helping  U.S.  businesses, 
including  small  business,  to  take  advantage  of  new  investment  oppommities  is  an  important  goal 
of  OPIC. 


OPIC'S  Mandate 

Let  me  begin  by  explaining  OPIC's  mandate.  Unlike  traditional  programs  which  focus 
specifically  on  export  promotion,  OPIC  programs  support  private  investment  in  developing 
countries  and  emerging  markets.  This  investment  makes  an  important  but  indirect  promotion  of 
U.S.  exports.  American  overseas  business  investment  strengthens  the  U.S.  economy  by 
improving  American  competitiveness  in  the  international  marketplace.  The  assistance  OPIC 
provides  (and  charges  for)  has  generated  tens  of  bilUons  of  dollars  in  U.S.  exports,  and  hundreds 
of  thousands  of  jobs.  It  also  helps  less  developed  nations  expand  their  economies  and  become 
valuable  markets  for  U.S.  goods  and  services,  which  in  turn  increases  U.S.  exports  and  creates 
American  jobs. 

Created  as  a  self-sustaining  independent  agency  in  1971,  OPIC  was  spUt  off  from  the 
Agency  for  International  Development  so  that  it  could  respond  more  efficiently  and  effectively  to 
the  needs  of  the  business  community.  This  organizational  structure  has  allowed  OPIC  great 
flexibility  and  been  very  successful.  Today,  U.S.  companies  view  OPIC's  responsiveness  and 
willingness  to  innovate  as  critical  components  of  their  abiUty  to  compete  successfully  for  overseas 
project  opportunities. 

OPIC's  statute  ensures  that  the  projects  OPIC  supports  will  not  harm  the  interests  of  the 
citizens  of  the  United  States  or  the  host  country.  OPIC  does  not  support  any  project  that  harms 
the  environment  of  a  developing  country,  eliminates  American  jobs,  or  worsens  our  trade  balance. 

Last  year  OPIC  had  the  most  productive  year  in  its  23-year  history.  OPIC's  new 
insurance  commitments  doubled,  from  $2.8  billion  in  1993  to  $6  billion  in  1994.  Our  finance 
commitments  grew  from  $415  milhon  to  $1.7  billion.  This  means  more  support  than  ever  to  help 
American  companies  take  advantage  of  new  private  investment  opportunities  worldwide.  And  we 


52 


did  so  in  a  prudent  business-like  manner.  I  am  proud  to  report  that  in  1994  OPIC  turned  a  profit  ■ 
-  as  it  has  in  every  year  of  its  existence.  The  $167  million  in  net  income  that  OPIC  earned  last 
year-along  with  the  rest  of  OPIC's  $2.3  biUion  in  reserves-remains  in  the  U.S.  Treasury  to 
ensure  that  OPIC  has  the  resources  necessaiy  to  make  good  on  its  commitments  to  U.S. 
companies. 

Since  it  began  operation,  OPIC  has  supported  projects  that  have  generated  over 
$30  billion  in  U.S.  exports,  created  more  than  100,000  American  jobs,  and  supported  investment 
in  projects  worth  nearly  $73  billion. 


Cumulative  Net  U.S.  Exports  Generated  by  OPIC  Programs 
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OPIC  Programs  and  Services 


Today,  OPIC  operates  in  144  countries  worldwide.  It  offers  American  businesses  three 
basic  services  to  encourage  investment  in  developing  countries  and  emerging  market  economies. 
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Financing 

To  foster  investment,  OPIC  offers  medium-  and  long-term  project  financing.  For  projects 
sponsored  by  U.S.  small  businesses  or  cooperatives,  financing  may  be  provided  through  direct 
loans.  These  loans  generally  range  in  amount  from  $2  million  to  $10  million,  although  they  may 
be  higher.  For  larger  projects,  OPIC  will  guarantee  loans  generally  ranging  from  $10  million  to 
$200  million  to  projects  sponsored  by  U.S.  investors.  OPIC  also  sponsors  several  privately 
managed  funds  that  make  equity  investments. 

Each  finance  project  backed  by  OPIC  is  carefully  screened  and  reviewed  before  it  is 
approved.  OPIC  will  only  support  creditworthy  projects.  OPIC's  detailed  credit  assessment 
includes  review  of  management  capabilities;  reference  and  credit  checks;  financial  analysis  of 
historical  and  projected  financial  statements;  demonstrated  sponsor  track  record;  site  visits; 
verification  of  sponsor  equity;  collateral  security;  country  risk  assessment;  and  an  independent 
credit  analysis. 

Political  Risk  Insurance 

Second,  OPIC  insurance  provides  eligible  U.S.  investors  with  protection  against  the  risks 
of  currency  inconvertibility,  expropriation  and  political  violence.  Sometimes  an  investor  is 
worried  about  political  violence;  or  the  possibility  that  the  host  government  may  expropriate  -  or 
take  over  -  the  project;  or  that  the  sponsors  may  be  unable  to  convert  their  foreign  currency  into 
U.S.  dollars.  Here,  investors  pay  premiums  to  purchase  insurance  fi'om  OPIC  to  reduce  the 
political  risk  that  any  of  these  problems  may  arise. 

Pre-lnvestment  Assistance 

Third,  OPIC  hosts  conferences  in  the  United  States  and  missions  overseas  to  help 
American  businesses  leam  first-hand  about  foreign  markets.  Two  weeks  ago,  for  example,  OPIC 
hosted  the  King  of  Morocco  at  OPIC  for  an  investor's  forum  to  promote  new  investment 
opportunities  in  Morocco.  The  King  and  his  delegation  had  an  opportunity  to  address  senior  U.S. 
business  executives  considering  investment  in  Morocco,  a  country  that  is  important  to  regional 
peace  efforts  and  the  economic  future  of  North  Africa.  Similar  events  have  been  hosted  for  a 
number  of  presidents  and  prime  ministers  of  OPIC-eligible  countries.  These  investment 
development  services  can  be  particularly  helpful  to  small  businesses  which  often  lack  the 
resources  and  personnel  to  identify  international  business  opportimities. 


OPIC  Small  Business  Experience 

We  are  always  eager  to  work  with  small  business  for  their  insurance  and  finance  needs. 
Let  me  tell  you  about  some  specific  accomplishments  which  involve  small  business. 
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Finance 

Recent  increases  in  lending  authority  have  allowed  OPIC  to  provide  higher  levels  of 
assistance  to  small  business-sponsored  projects  than  it  did  only  a  few  years  ago.  For  example,  in 
FY  1992  OPIC  lending  to  small  businesses  under  its  direct  loan  program  consisted  of  project 
financings  totaling  $18.7  million.  In  FY  1994,  however,  OPIC  committed  $63.3  milhon  in  direct 
loans.  Under  its  loan  guaranty  program,  OPIC  committed  an  additional  $78  million  in  financing 
during  FY  1994  to  projects  sponsored  by  small  U.S.  businesses.  The  total  of  $141.3  million 
committed  by  OPIC  last  year  represents  the  highest  amount  of  assistance  committed  by  the 
agency  to  U.S.  small  business  projects  in  a  single  fiscal  year  in  its  23-year  history. 

While  the  size  of  OPIC  direct  loans  is  typically  in  the  $5  milhon  to  $10  miUion  range, 
under  certain  circumstances  loans  can  be  larger.  OPIC's  FY  1994  portfolio  includes  a  $30  milUon 
direct  loan  to  a  trio  of  small  companies  who  joined  forces  to  enter  the  international  market  for  the 
first  time.  This  project  provides  an  excellent  example  of  how  smaller  companies,  with  the  benefit 
of  OPIC  financing,  are  able  to  participate  in  projects  in  developing  countries. 

Small  Business  Finance  Project  Profiles 
Russia 

A  $13  million  OPIC  loan  guaranty  to  a  small  Seattle,  Washington-based  company  is  supporting 
a  U.S. -Russian  fishing  and  processing  operation.  The  project  will  provide  access  to  lightly 
harvested  fishing  grounds  in  Russian  territorial  waters,  and  will  result  in  sizable  incremental 
employment  for  the  U.S.  partner.  Project  operations  also  include  significant  U.S.  procurement 
of  food,  fuel,  spare  parts  and  other  supplies  -  over  $21  million  per  year  is  expected  to  be 
purchased  in  the  U.S.  from  the  Seattle  area  and  the  remainder  will  be  sourcedfrom  Alaska  and 
the  West  Coast.  Benefits  to  the  Russian  partner  include  the  training  and  transfer  of  modem 
equipment,  marketing  expertise  and  ecologically  improved  fishing  techniques. 

Venezuela 

A  $7.5  million  direct  loan  to  a  Delaware  small  business  will  support  the  establishment  of  a 
company  to  provide  Specialized  Mobile  Radio  ("SMR")  communications  services  in  Venezuela. 
(SMR  is  a  form  of  land  mobile  radio  communications  system  that  utilizes  trunked  radio 
technology  to  offer  two-way  dispatch  and  fleet  communications  to  business,  government  and 
individual  users.)  The  project  is  expected  to  generate  an  estimated  $12.1  million  in  initial  U.S. 
equipment  exports,  consisting  entirely  of  radio/telephone  communications  components.  In 
addition  to  the  new  employment  generated  by  the  project,  Venezuela  will  benefit  from  a 
significantly  improved  business  communication  system. 

Madagascar 

OPIC  is  providing  $9  million  in  financing  to  a  U.S.  small  business  to  establish  a  cellular 
telephone  system  in  Madagascar  This  is  OPIC's  first  investment  in  Madagascar,  one  of  the 
poorest  countries  in  Africa.  The  project  involves  the  installation  of  a  cellular  telephone  system 
and  international  earth  station  which  will  provide  local,  domestic  long  distance  and 
international  telephone  services.  In  addition  to  providing  much  needed  telecommunications 
services  to  the  business  community  within  Madagascar,  the  project  will  generate  $9  million  in 
U.S.  procurement. 

Congo 

A  significant  business  opportunity  in  the  Republic  of  the  Congo  led  two  U.S.  companies,  Walter 
International  and  Nuevo  Energy,  to  combine  their  respective  strengths  to  jointly  acquire  and 
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develop  an  off-shore  oil  producing  property,  the  Yombo  Field.   Walter,  with  its  operational 
experience  in  equatorial  Africa,  and  Nuevo.  noted  for  its  seismic  mapping  and  modeling 
expertise,  approached  OPIC  for  funding,  without  which  the  project  could  not  go  forward.  OPIC 
supported  the  project  with  $50  million  in  financing,  which  will  be  used  to  acquire,  expand  and 
develop  the  field  through  the  drilling  of  up  to  12  additional  production  wells.  Up  to  $100 
million  in  OPIC  political  risk  insurance  coverage  was  also  provided. 


Insurance 

In  FY  1994,  OPIC  made  available  $1.2  billion  in  insurance  to  a  total  of  30  small 
businesses  for  investment  in  22  developing  countries.  The  insurance  program  does  not 
require  a  minimum  investment  amount.  We  are  accessible  to  all  U.S.  investors  regardless 
of  size. 

U.S  small  businesses  are  often  contractors  in  and  exporters  to  developing 
countries.  OPIC  has  a  special  program  for  these  contractors  and/or  exporters.  Among 
other  events,  this  coverage  protects  against  the  risk  of  an  arbitrary  drawing  of  a  standby 
letter  of  credit  and/or  disputes  which  may  arise  under  the  contract.  This  coverage 
insulates  small  U.S.  companies,  many  of  which  are  new  to  the  international  marketplace, 
from  certain  risks  including  heavy  machinery,  specialized  products,  or  other  equipment. 
These  contractors  engage  in  a  range  of  projects  including  road  building,  seismic  work,  or 
technical  advice.  The  small  exporters  sell  U.S.  goods  to  foreign  governments  and  private 
companies. 

Small  business  owners  often  do  not  know  about  OPIC  programs  or  that  its 
products  can  be  designed  and  sized  to  meet  their  needs.  In  an  effort  to  disseminate  that 
message  and  increase  our  base,  we  developed  a  policy  to  encourage  insurance  brokers  to 
refer  new  small  business  clients.  When  brokers  refer  small  business  chents  to  OPIC,  they 
receive  a  commission  based  on  a  percentage  of  the  contract. 


Small  Business  Insurance  Project  Profiles 
Egypt 

OPIC  provided  political  risk  insurance  to  a  Maryland  small  business  for  its  investment  in  Egypt. 
The  venture  was  for  the  supply  of  one  complete  suction  cutter  dredger  with  related  spare  parts 
and  training  services.  The  dredge  was  used  by  the  Suez  Canal  Authority  to  maintain  and  deepen 
the  Suez  canal  locks.  Procurement  from  the  U.S.  was  approximately  $20  million. 

Ethiopia 

OPIC  has  approved  political  risk  insurance  for  a  Florida  company  for  its  investment  in  Ethiopia. 
The  venture  involves  engineering  and  construction  of  a  sugar  factory  and  an  ethanol  distillery. 
The  project  is  expected  to  generate  188  jobs  and  $62  million  in  U.S.  exports  from  Louisiana, 
Pennsylvania,  Iowa,  Texas,  and  Alabama  in  the  first  five  years. 

Gam 

OPIC  provided  political  risk  insurance  to  an  Ohio  company  for  investment  in  Gazja  and  Israel. 
The  project  involves  the  production  and  erection  ofpre-cast  concrete  walls  and  floors.  Products 
will  be  used  in  U.N.  sponsored  developmental  projects  {schools,  hospitals,  etc.)  and  commercial 
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construction  ventures.  The  project  will  result  in  $350,000  in  procured  U.S.  goods  and  5  U.S. 
jobs. 

Grenada 

OPIC  provided  political  risk  insurance  to  a  Florida  company  for  its  investment  in  Grenada. 
The  project  will  purchase  50  percent  of  Grenada 's  electric  utility  and  replace  the  current 
deteriorated  equipment.  Once  completed,  this  will  allow  the  plant  to  operate  at  its  installed 
capacity  and  will  provide  an  efficient  and  consistent  supply  of  electricity  to  the  island.  Initial 
U.S.  procurement  will  total  $2.9  million  and  $1.8  million  in  annual  procurement  over  the  first 
five  years.  The  venture  is  expected  to  generate  55  jobs  over  the  first  five  years. 

Newly  Independent  State  (NIS) 

OPIC  provided  political  risk  insurance  to  a  Connecticut  company  for  its  investment  in  the  NIS. 
The  company  is  the  U.S.  partner  in  five  separate  joint  ventures  building,  operating,  and 
managing  wireless  cable  television  systems  in  Moscow,  Russia;  Tbilisi,  Georgia;  Riga,  Latvia; 
Kishinev,  Moldova;  and  Tashkent,  Uzbekistan.  The  project  will  create  a  total  of  more  than 
1,000  jobs  in  the  five  countries.  Many  of  the  new  employees  will  be  trained  in  management, 
sales,  service,  installation,  and  broadcasting.  For  the  U.S.,  the  project  will  generate  $80  million 
in  exports  and  181  jobs  over  the  first  five  years.  The  U.S.  procurement  will  benefit  suppliers  in 
Pennsylvania,  Arizona,  and  Iowa. 

Venezuela 

OPIC  provided  political  risk  insurance  to  a  Texas  company  for  its  investment  in  Venezuela.  The 
project  involves  an  acquisition  of  two  new  dual-use  drilling  and  workover  barges  and  expansion 
of  an  oilfield  services  company  in  Venezuela.  The  barges  are  being  constructed  in  Texas.  The 
project  is  expected  to  result  in  a  positive  U.S.  balance  of  payments  of  $61.8  million  over  the  next 
five  years  and  provide  jobs  for  6  Texas  companies  providing  components  and  supplies  for  the 
project. 

Russia 

OPIC  provided  political  risk  insurance  to  a  Washington  company  for  its  investment  in  Russia. 
The  project  involves  builditg  retail  and  wholesale  food  distribution  complexes  in  the  Russia  Far 
East  for  local  sale  of  food  products.  The  project  will  bring  substantial  benefits  to  U.S. 
suppliers  of  food  storage  and  processing  equipment,  generating  an  estimated  $23  million  in 
U.S.  exports  over  its  first  five  years  from  manufacturers  in  New  Jersey,  Missouri, 
Pennsylvania,  Massachusetts,  arul  Texas. 


OPIC  Small  Business  New  Initiatives 

Notwithstanding  the  many  challenges  faced  by  small  businesses  who  are  pursuing 
international  investment,  OPIC  is  committed  to  develop  new  products  and  services  to  meet  the 
special  requirements  of  small  business. 

OPIC  Small  Business  Fund 

One  of  our  most  recent  innovations  to  assist  small  business  is  a  special  fund  to  support 
small  business  projects.    In  February  1995,  OPIC  approved  a  $20  million  direct  loan  to  capitalize 
a  new  small  business  fund. 
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The  "Allied  Capital  International  Small  Business  Fund"  ("Small  Business  Fund"),  managed 
by  Allied  Capital  Corporation  of  Washington,  D.C.,  one  of  the  largest  U.S.  small  business 
investment  companies,  will  provide  growth  capital  to  international  projects  sponsored  by  U.S. 
small  businesses  within  a  wide  range  of  industries.  The  Small  Business  Fund,  which  will  be 
available  to  operate  in  any  OPIC-eUgible  country,  intends  to  invest  in  approximately  twenty-five 
sub-projects;  therefore,  the  average  fund  investment  is  likely  to  be  less  than  $1  miUion. 

The  Small  Business  Fund  is  being  organized  in  recognition  of  the  growing  level  of  interest 
in  overseas  projects  by  smaller  U.S.  businesses.  To  OPIC's  knowledge,  this  fund  is  unique:  it  is 
the  first  investment  vehicle  known  to  provide  capital  exclusively  to  projects  sponsored  by 
qualifying  small  businesses.  The  Small  Business  Fund  anticipates  working  with  project  referrals 
from  OPIC  that  may  not  meet  OPIC's  size  thresholds  or  that  may  need  additional  equity,  thereby 
enabhng  OPIC  to  be  responsive  to  the  needs  of  small  businesses  in  an  efficient  and  prudent 
manner. 

In  addition,  it  is  hoped  that  a  relationship  with  a  firm  such  as  Alhed  may  serve  as  a  catalyst 
that  will  encourage  other  firms  in  the  venture  capital  industry  to  develop  similar  vehicles  (with  or 
without  OPIC  participation)  to  help  finance  smaller  projects  worldwide. 

Haiti  On-Lending  Faciiity 

Private  investment  is  critical  to  the  revitalization  of  the  Haitian  economy.  Small  business 
is  expected  to  play  a  central  role  in  this  effort.    In  a  project  that  illustrates  how  U.S.  foreign 
policy  interests  can  be  merged  successfully  with  U.S.  economic  interests,  OPIC  is  providing  a  $50 
million  loan  guaranty  to  the  First  National  Bank  of  Boston  in  support  of  an  on-lending  facility 
which  will  primarily  target  smaller  sub-projects  in  Haiti.  The  project  was  approved  by  the  OPIC 
Board  of  Directors  this  month. 

Likely  sub-projects  for  the  new  program  have  been  preliminarily  identified  by  Bank  of 
Boston's  Haiti  branch,  many  in  the  agribusiness  and  manufacturing  sectors.  The  targeted  sub- 
projects  include  fmancing  for  expansion,  modernization  and  working  capital  for  U.S.  and  Haitian 
businesses  with  strong  U.S.  ties  such  as  equity  participation  and/or  the  procurement  of  American 
goods  and  services  as  well  as  projects  with  strong  developmental  benefits.  It  is  expected  that  the 
majority  of  the  loans  will  range  between  $100,000  and  $5  miUion. 


OPiC  Support  of  infrastructure  Projects  Produces  Exports  Opportunities 

In  addition  to  direct  overseas  investment,  small  business  can  directly  benefit  as 
subcontractors  from  the  growing  number  projects  being  undertaken  by  U.S.  industry  in  large 
infrastructure  development  projects:  power  generation,  telecommunications,  and  transportation. 

American  companies  hold  a  substantial  competitive  advantage  in  bidding  on  overseas 
infrastructure  projects  -  projects  that  involve  significant  U.S.  exports.  While  many  of  these  are 
large  multimillion  dollar  projects,  it  is  because  of  their  size  that  they  are  able  to  generate 
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substantial  U.S.  exports,  which  in  turn  provide  excellent  subcontracting  opportunities  for  smaller 
businesses. 

Power 

The  American  power  industry  has  spent  years  developing  efficient  and  environmentally 
friendly  power  plants.  It  is  now  in  an  ideal  position  to  fill  one  of  the  greatest  shortages  in  the 
developing  world:  electrical  power.  These  projects  create  large  volumes  of  U.S.  exports.  Power 
generation  is  a  very  capital  intensive  operation,  and  significant  procurement  of  generators, 
transformers  and  other  equipment  is  required.  OPIC  has  been  in  the  forefront  of  providing 
investor  support  to  new  power  projects  around  the  world.  For  example: 

Indonesia 

Mission  Energy  Company  of  Irvine,  California,  is  building  one  of  the  country's  first  private 
power  plants.  The  project  will  produce  over$I  billion  in  U.S.  exports  during  its  first  Jive  years 
of  operation.   This  low-ash/low-sulfur  coal  burning  plant  will  bum  local  coal  and  reduce 
pollution  emissions.  OPIC  is  helping  to  make  this  project  possible  by  providing  $200  million  in 
insurance. 

India 

AES  corporation  of  Arlington  Virginia,  is  building  one  of  the  first  private  power  plants  in  India, 
one  of  the  world's  largest  markets.,  .  OPIC  provided  $150  million  in  political  risk  insurance  and 
a  $75  million  loan  guaranty,  helping  AES  and  others  to  gain  a  foothold  in  a  huge  market  that 
until  very  recently  had  been  all  but  off-limits  foreign  investors.  Enron  Corporation,  in  another 
developmental  power  project  operating  in  India,  is  improving  the  port  and  road  facilities  to  help 
bring  in  its  heavy  equipment,  as  well  as    building  a  school  and  a  hospital  for  its  workers.  The 
Enron  and  AES  projects  combined  will  generate  nearly  $1  billion  in  U.S.  exports. 

Telecommunications 

Telecommunications  provides  another  excellent  example  of  an  industry  where  American 
businesses  are  world  leaders.  With  the  assistance  of  OPIC  investment  support,  U.S.  firms  have 
been  able  to  expand  into  new  markets,  thereby  generating  bringing  with  it  new  export 
opportunities. 

Argentina 

GTE  Mobile  Communications  International  and  AT&T  International  won  a  bid  as  part  of  a 
consortium  to  install  and  operate  cellular  telephone  networks  in  the  Buenos  Aires  area.  Because 
of  its  increased  lending  size,  OPIC  was  able  to  provide  $200  million  in  financing  to  this  $730 
million  project.  This  project  will  generate  more  than  $400  million  of  U.S.  exports  in  cell-site 
systems,  towers  and  generators. 

Russia 

Mid-Com  Communications,  a  Seattle,  Washington  small  business,  is  using  OPIC's  risk  insurance 
while  creating  a  new  wireless  communications  network,  by-passing  the  old  land  lines.  Similarly, 
International  Business  Communications  Systems  of  Sharon,  Massachusetts,  with  the  support  of 
OPIC  insurance,  is  installing  65  satellite  communication  uplinks  for  areas  where  land  lines  are 
non-existent. 
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Transportation 

A  modem  infrastructure  of  roads,  pipelines,  ports,  and  airports  forms  the  backbone  of 
every  economy.  How  efficiently  goods  can  be  distributed  throughout  the  country  is  a  vital  factor 
for  private  business. 

Tanzania  and  Uganda 

A  $15  million  OPIC  loan  guaranty  and  the  Africa  Growth  Fund  --  an  OPIC-supported  equity 
fund  that   to  channels  r  private  investment  into  Africa  ■-  are  financing  the  Gulf  Africa 
Petroleum  Corporation  (GAPCO)  as  it  expands  its  petroleum  distribution  network  In  this 
manner,  gas  stations,  airports,  power  plants,  as  well  as  transport  and  shipping  industries,  will 
have  better  fuel  supplies  in  two  countries  that  ranked  among  the  poorest  in  the  world.  In 
addition,  $6  million  of  U.S.-made  trucks  will  be  purchased  by  GAPCO  to  transport  gasoline. 

Colombia 

Colombia  is  one  of  the  largest  producers  of  environmentally  friendly,  clean-burning  natural  gas. 
With  OPIC  insurance,  Enron  Corporation  is  building  a  350-mile  pipeline  to  transport  the  gas  to 
its  potential  consumers.  This  project  will  result  in  $1.5  billion  of  equipment  procurement  in 
the  United  States. 


U.S.  ECONOMIC  AND  DEVELOPMENT  EFFECTS  OF  OPIC  FY  1994  PROJECTS 


U.S.  Economic  Effects 

The  100  projects  supported  by  OPIC  in  FY  1994  are  expected  to  provide  significant 
benefits  to  the  U.S.  economy.  During  the  first  five  years  of  operation,  the  projects  will  generate 
an  estimated  89,847  person-years  of  direct  and  indirect  employment'  for  U.S.  workers.  A 
substantial  portion  of  the  initial  foreign  procurement  for  OPIC  projects  will  be  supphed  by 
American  fums,  resulting  in  U.S.  exports  of  capital  goods  and  services  of  $4.1  billion.  In 
addition,  the  value  of  American  materials  and  equipment  required  for  ongoing  operations  are 
estimated  at  $1.5  billion  during  the  next  five  years. 
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Estimated  U.S.  Economic  Benefits  Of 
Fiscal  Year  1994  Projects 

Total  project  Investment 

U.S.  Investment  In  projects 
U.S.  percent  of  total 

$11,273  million 

$  7,205  million 

64  percent 

Total  direct  U.S.  project  exports 
Initial  procurement  from  U.S. 
Operational  procurement  (5  years) 

$  5,520  million 
$  4,066  million 
$  1,454  million 

Estimated  U.S.  employment  generated 
(5  years,  direct  and  Indirect)  ' 

89,847  person-years 

Table  1 

TTiese  employroeDt  effects  incoiporale  tlie  direct  employment  necessaiy  to  produce  ttie  goods  and  services  t)eing 
procured,  as  well  as  the  indirect  employment  required  for  tlie  production  of  tlie  associated  intermediate  inputs.  In  the  past 
OPIC  repotted  only  direct  employment  effects.  By  including  indirect  effects,  OPICs  employment  figtues  are  more  accurate 
and  ate  also  more  comparable  to  those  reported  by  other  government  agencies. 

Twenty-five  of  the  projects  (25  percent)  involve  investments  by  smaller  U.S.  businesses  or 
cooperatives.  Small  businesses  also  benefit  tremendously  from  the  downstream  impact  of  many 
projects  supported  by  larger  companies  who  look  to  small  companies  as  suppliers  of  many 
essential  goods  and  services. 


Development  Effects 

In  addition  to  looking  at  the  U.S.  economic  benefit  of  OPIC  programs,  we  also  carefully 
review  the  developmental  impact  of  a  project  on  the  host  country.  The  projects  assisted  by  OPIC 
in  fiscal  1994  will  provide,  in  the  aggregate,  significant  economic  and  social  benefits  for 
developing  host  countries.  The  projects  will  generate  directly  15,727  jobs  in  developing  countries, 
of  which  3,774  will  be  management  and  professional  positions.  Sixty  of  the  100  projects  are  joint 
ventures  with  local  partners. 

Initial  local  expenditures  for  these  projects  are  projected  at  $3.7  billion.  Once  in 
operation,  the  projects  will  generate  an  estimated  $576  million  in  annual  export  earnings.  The 
enterprises  will  generate  $662  million  annually  in  taxes  and  duties. 

Conclusion 

OPIC  programs,  including  small  business  outreach,  mobilize  the  experience  and  energy  of 
the  private  sector  to  create  jobs,  exports  and  economic  growth  at  home  and  abroad  while 
promoting  U.S.  foreign  policy  goals. 

OPIC  has  an  excellent  record  of  achieving  positive  results  at  no  net  cost  to  the  taxpayer, 
but  there  is  much  more  to  do.  We  appreciate  the  opportunity  this  hearing  has  provided  to  focus 
on  the  assistance  available  to  small  business  by  the  federal  govenmient.  We  look  forward  to 
improving  the  opportunities  for  small  business  in  the  international  marketplace. 

Thank  you,  Mr.  Chairman.  I  look  forward  to  responding  to  questions  from  you  and  your 
colleagues. 
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The  Subcommittee  on  Procurement,  Exports  and  Business  Opportunities 

House  Committee  on  Small  Business 

March  29, 1995 


INTRODUCTION 

Mr.  Chaiiman,  it  is  a  pleasure  to  be  here  today,  with  Assistant  Secretary  for  Trade  Development, 
Raymond  Vickery,  aiul  Assistant  Secretary  for  International  Economic  Policy,  Charles  Meissner.  I 
will  provide  an  overview  of  the  International  Trade  Administration's  (IT  A)  programs  for  and 
commitment  to  small  business,  followed  by  some  specifics  on  how  the  U.S.  and  Foreign  Commercial 
Service  (Commercial  Service)  works  with  and  for  small  business.  Each  of  my  colleagues  will  then 
discuss  their  unit's  distinct  contributions  to  promoting  small  business  exports. 


WHY  SMALL  BUSINESS  IS  IMPORTANT  TO  THE  ECONOMY  AND  FUTURE  EXPORT 
GROWTH 

The  Administration  recognizes  the  overriding  importance  of  small  business.  Over  the  last  seven 
years,  U.S.  exports  of  goods  and  services  accounted  for  over  one-third  of  our  economic  growth. 
Export-related  jobs  grew  eight  times  &ster  than  total  employment.  One  of  the  most  dynamic  sources 
of  growth  has  been  the  small  business  community.  In  faa,  there  have  been  dramatic  increases  in 
both  the  number  of  small  businesses  e^orting  and  the  value  of  their  exports.  They  generated  an 
estimated  $134  billion  in  merchandise  exports  in  1993,  an  increase  of  84  percent  fi'om  1987. 
Moreover,  about  22  percent  more  small  businesses  exported  in  1992  than  in  1987. 

Increasing  small  and  medium-sized  business'  exports  is  at  the  heart  of  our  National  Export  Strategy. 
Indeed,  we  are  working  with  the  other  agencies  represented  here  today  as  well  as  our  other  partners 
in  the  19-member  Trade  Promotion  Coordinating  Committee  to  broaden  and  deepen  the  attention  we 
are  paying  to  this  important,  but  uitder-represented  export  sector. 


ITA  SUPPORT  FOR  SMALL  BUSINESS 

Within  Commerce,  The  Commercial  Service,  Trade  Development  (TD)  and  International  Economic 
Policy  (lEP)  work  in  close  partnership  to  advance  U.S.  commercial  interests.  Each  unit  has  a  distinct 
contribution  to  the  U.S.  export  promotion  strategy,  and,  collectively,  form  a  powerful  force  in 
support  of  small  business.  We  woric  together  every  day,  throughout  the  world  with  and  for  small 
business  to  provide  timely  and  specific  market  intelligence,  quality  overseas  business  contacts. 
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assistance  with  the  specifics  of  how  to  market  overseas  and  complete  export  transactions,  and  trade 
finance  support. 

ITA  programs  directly  address  the  major  obstacles  many  small  exporters  face: 

—  lack  of  specific  market  information 

—  lack  of  knowledge  of  the  process  for  executing  export  transactions  and  an 
understanding  of  federal,  state  and  local,  and  private  export  assistance  programs. 

—  difficulty  in  making  business  connections  with  buyers  and  sellers  in  foreign  markets 

—  lack  of  trade  finance-related  information  —  not  just  government  programs,  but 
practical  transaction-focused  expertise/assistance. 

Let  me  give  you  some  examples  of  our  cooperative  efforts. 

•  The  Commercial  Service's  field  staff  work  with  TD's  industry-specific  experts  who  provide 
specialized  sector  analysis  as  well  as  advice  on  industry  trends  and  competitiveness  issues  and 
with  the  TD  Advocacy  Center  which  orchestrates  quick  response  fi'om  the  U.S.  Government 
on  advocacy  support  for  U.S.  firms.  The  Commercial  Service  plays  a  critical  role  by 
interceding  directly  with  host  country  officials  on  behalf  of  American  business  by  providing 
on-the-ground  information  on  major  projects. 

•  Similarly,  on  a  daily  basis,  our  overseas  offices  coordinate  closely  with  ITA's  country  desk 
officers  located  in  lEP  to  provide  specialized  information  on  market-specific  factors  that  can 
make  or  break  a  sale,  including  tariff  and  non-tariff  barriers,  host-country  regulations,  and 
business  and  cultural  practices. 

•  The  Commercial  Service  also  coordinates  the  Trade  Pronation  Coordinating  Conunittee's 
(TPCC)  government-wide  trade  event  program.  Within  ITA,  the  Commercial  Service,  lEP 
and  TD  work  together,  with  U.S.  industry,  state  offices  of  economic  development,  and  other 
TPCC  agencies,  to  det^mine  an  appropriate  schedule  of  trade  events.  These  events  are 
strategically  planned  to  correspond  to  emerging  market  opportunities  and  key  industry 
sectors,  and  are  oponted  on  a  cost-recovery  baas.  And  the  winner  is  small  business. 
Overall,  about  two-thirds  of  trade  event  participants  are  small  businesses.  In  the  case  of  our 
Matchmaker  Trade  Delegations  —  95%  are  small  companies. 

•  To  obtain  advice  and  coordinate  programs  at  the  local  level,  we  have  a  netwoiic  of  District 
Export  Councils  (DECs)  —  organizations  of  community  leaders  v^iose  knowledge  of 
international  business  provides  a  source  of  professional  advice  for  firms  seeking  to  expand 
international  sales  as  well  as  local  support  for  our  programs.  TThe  S 1  DECs  nationwide 
combine  the  ener^es  of  over  1,500  volunteers  representing  business,  univeraties  and 
government.  DEC  members,  appointed  by  the  Secretary  of  Conunerce,  are  recognized  for 
their  extensive  knowledge  of  international  business  and  access  to  specialized  trade  resources. 
DECs  counsel  exporters  (manu&cturing  and  service  industry),  qx>nsor  trade  events,  and  help 
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build  local  export  assistance  partnerships  with  other  organizations. 

•         Our  Showcase  Europe  initiative  is  yet  another  example  of  how  ITA  units  work  together  for 
small  business.  Our  posts  in  foreign  countries  created  a  strategy  encompassing  market 
research,  advocacy,  standards  and  specialized  information  dissemination  to  help  U.S.  firms 
penetrate  the  unified  European  market.  They  then  worked  with  lEP  desk  ofiBcers  and  TD 
industry  experts  to  establish  the  best  programs  most  needed  to  help  U.S.  firms  win  business 
in  the  European  market. 

Mr.  Chairman,  let  me  also  add  that  we  have  pursued  these  cooperative  efforts,  we  have  done  so  in 
the  spirit  of  Vice  President  Gore's  National  Performance  Review.  We  have  undertaken  this  effort 
with  the  goal  of  ensuring  that  our  products  and  services  are  client-focused;  eliminating  unnecessary 
paperwork;  enhancing  accountability;  measuring  results;  and  identifying  all  that  needs  to  be  done  to 
deliver  high-quality  service  in  an  era  of  fiscal  constraint.  The  result  of  our  efforts  is  a  seamless  and 
coordinated  ITA  in  which  three  units  work  in  tandem  to  get  results  for  small  business.  We  estimate 
that  over  the  last  year,  ITA  &cilitated  over  S9.S  billion  in  sales  for  small  companies  which  supported 
approximately  180,000  jobs. 

Let  me  now  turn  my  remarks  to  the  Commercial  Service:  what  we  do,  what  results  we  get,  and 
where  we're  going. 


THE  COMMERCIAL  SERVICE:  A  CRITICAL  ELEMENT  OF  THE  TPCC  SMALL 
BUSINESS  EXPORT  STRATEGY 

Led  by  Secretary  Brown,  the  Trade  Promotion  Coordinating  Committee  (TPCC)  has  made  dramatic 
progress  toward  a  truly  integrated  (tdtral  trade  promotion  effort  and  getting  the  Federal  export 
promotion  house  in  order.  The  Commercial  Service  is  critical  to  this  strategy  in  numerous  ways. 
The  Commercial  Service  mission  is  *to  support  U.S.  commercial  interests  in  the  U.S.  and  assist  the 
U.S.  business  community  in  expanding  sales  and  market  share  around  the  globe."  Let  me  say  it  in  a 
clearer  way:  U.S.  Exports  equal  U.S.  Jobs  -  the  Commercial  Service  is  in  the  business  of  increasing 
U.S.  jobs. 

Through  its  unique  worldwide  network  of  134  overseas  and  73  domestic  ofiBces  the  Commercial 
Service  is  on  the  fi'ont  line  of  efforts  to  get  more  small  businesses  involved  in  exporting  and  a  critical 
part  of  the  National  E)q>ort  Strat^y.  No  single  part  of  this  organization  would  be  effective  as  a 
stand-alone  entity. 

Our  staff  reflect  the  unique  nature  of  our  mandate  and  our  domestic  and  overseas  responsibilities. 
Collectively,  they  have  almost  one  thousand  years  of  private  sector  acumen.  We  hire,  train  and 
promote  our  staff  based  on  what  they  can  do  to  promote  exports  and  support  small  business.  The 
qualifications,  background  and  experience  of  the  domestic  and  overseas  staff  reflect  the  Service's 
commitment  to  understanding  and  working  with  the  business  community,  especially  small  businesses. 
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Small  businesses  —  companies  with  fewer  than  SOO  employees  —  are  our  primary  clients.  We  offer  a 
broad  platform  of  export  assistance  services,  both  domestically  and  abroad,  designed  to  address  their 
needs.  One  indicator  of  our  small  business  support:  based  on  a  survey  of  our  domestic  clients,  about 
86  percent  of  our  domestic  counseling  sessions  were  for  small  firms.  Our  commitment  is  also 
reflected  in  the  way  we  spend  our  resources:  almost  80  percent  of  Commercial  Service  resources 
focus  on  small  busirtess. 


OUR  SMALL  BUSINESS  STRATEGY 

Our  small  business  strategy  capitalizes  on  all  the  strengths  of  IT  A,  SB  A,  Ex-Im  Bank,  state  trade 
development  agencies  and  other  public/private  partners.  The  Commercial  Sovice  is  a  critical  part  of 
that  strategy:  we  focus  our  efforts  and  assistance  on  "export-ready"  small  businesses.  Let  me 
explain  that  these  are  firms  with  the  export  interest  and  capability  needed  to  succeed  in  exporting  and 
make  the  most  of  U.S.  Government  export  assistance.  They  have  the  business  background,  internal 
resources,  and  management  interest  that  can  translate  into  successful  ejq>orting.  Specifically,  they 
produce  a  product  or  offer  a  service  that  is  competitive  in  the  U.S.  market  or  is  being  sold 
successfiilly  overseas;  possess  the  capacity  and  flexibility  to  respond  to  new  market  opportimities; 
have  the  appropriate  financial  resources  to  support  their  export  objectives;  understand  the  export 
process;  and  have  a  management  team  that  is  committed  to  their  export  objectives  and  communicates 
that  message  to  all  their  employees. 

Creating  U.S.  Export  Assistance  Centers: 

A  Revolutionary  Qicnt-Based  Reorganization  of  Domestic  Field  Servicing 

Our  new  U.S.  Export  Assistance  Centers  (EACs)  are  an  excellent  example  of  both  our  partnership 
efforts  and  reinvention  targeted  to  the  needs  of  small  business.  EACs  meet  the  need  to  provide  a 
consistent  level  of  federal  export  marketing  and  trade  finance  counseling  sovices  across  the  country. 
These  Centers  are  a  joint  effort  among  federal  partners  including  the  Commerdal  Service,  SB  A,  Ex- 
Im  Bank,  and  at  one  site,  the  Agency  for  International  Development.  In  early  FY  1994,  we  opened 
four  regional  pilot  Centers  in  Baltimore,  Chicago,  Miami  and  Long  Beach.    These  four  pilot  centers 
and  eleven  additional  regional  Centers  we  will  open  in  199S  will  offer  small  businesses  a  whole  new 
level  of  export  promotion  service. 

By  the  end  of  FY  1996,  plans  are  for  all  domestic  offices  to  operate  as  part  of  a  customer-  focused 
'hub  and  spoke"  system  composed  of  EACs  and  District  Export  Assistance  Centers  that  ddiver 
integrated  trade  finance  and  export  marketing  assistance.  The  "hubs,"  or  U.S.  Ejqwrt  Assistance 
Centers,  wiO  coordinate  the  Commercial  Service's  vital  international  marketing  services  with  the 
crucial  trade  finance  services  provided  by  SBA,  Ex-Im  Bank,  state  trade-finance  programs  and 
private  banks.  Dectronically  connected  to  the  regional  hubs,  Distria  Export  Asastance  Centers,  (or 
"spokes")  are  located  in  areas  of  high  export  activity.  Their  sites  reflect  cunent  trade  patterns, 
bringing  export-assistance  services  closer  to  exporters.  The  EAC  concq)t  also  pools  local,  state, 
federal  and  private  programs  in  support  of  small  businesses. 
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Let  me  walk  you  through  an  example  to  illustrate  how  we  help  small,  export-ready  U.S.  finns 
[CHART  I].  A  representative  of  a  hypothetical  ABC  Company  located  in  St,  Louis,  Missouri  leams 
about  ITA  services  through  the  Trade  Information  Center  (TIC),  contact  with  a  local  Commercial 
Service  Trade  Specialist,  or  through  a  public  or  private  partner.  Working  with  the  company,  trained 
Commercial  Service  staff  work  with  the  client  to  identify  export  strengths  and  weaknesses  — 
whether  the  5rm  has  the  resources  and  management  commitment  to  export.  Then  they  jointly 
identify  key  target  markets  based  on  evaluations  of  market  research  and  financing  information  in 
large  part  provided  by  our  commercial  officers  around  the  world,  TD  industry  specialists  and  lEP 
desk  officers.  The  company  and  the  Commercial  Service  Trade  Specialist  together  create  an  export 
plan  which  includes  market  entry  and  firuncing  strategies,  capitalizing  on  £x-Im  Bank  and  SBA 
resources  as  impropriate.  A  possible  tool  might  be  a  Customized  Sales  Survey  (CSS)  which  for  any 
given  product  can  detemune  price,  product  distribution,  foreign  and  local  competition  and  potential 
business  partners  around  the  world. 

Once  it  is  clear  that  the  market  is  viable  for  their  product,  the  company  will  need  to  make  overseas 
business  contacts.  One  possible  tool  for  identifying  appropriate  contacts  is  our  Agent  Distributor 
Service  (ADS)  through  which  commercial  officers  on  the  ground  identify  potential  agents  and 
distributors    Another  tool  might  be  our  Gold  Key  Service  where  our  commercial  officers  overseas 
arrange  pre-screened  appointments  with  potential  agents  and  distributors  and  provide  interpreters 
and  an  escort  to  the  appointments  if  desired  by  the  company.  Ahematively,  the  company  may  decide 
to  participate  in  a  ITA-organized  trade  mission  or  fair.  As  a  foUow-up  to  promising  leads  acquired 
on  their  trip,  the  company  could  use  our  World  Traders  Data  Report  (WTDR)  which  provides  timely 
background  and  credit  data  on  prospective  overseas  business  partners. 

Af^er  receiving  background  information,  the  company  and  the  overseas  representative  work  toward 
reaching  an  agreement  and  negotiate  a  sale  which  hopefiilly  translates  into  profit  for  the  company 
and,  eventually,  new  jobs  in  the  community. 

A  fill]  description  of  the  Commercial  Service's  products  and  services  is  located  in  the  annex. 

Let  me  give  you  two  specific  examples  of  how  our  reinvented  Conuno-dal  Service  global  netwoiic 
supported  small  business: 

•  In  April  1993,  the  Grieve  Corporation,  a  small  Round  Lake,  IBinois-manufacturer  of 

laboratory  and  industrial  ovens  arui  furnaces,  located  a  highly  qualified  Taiwanese 
representative  for  its  products.  With  the  assistance  of  USdFCS/Chicago,  the  company  used 
the  Agent/Distributor  Service  (ADS)  and  the  Gold  Key  Service  and  received  a  list  of 
qualified  potential  partfters,  the  latest  market  research,  irtdividual  introductions  to  potential 
partners,  special  briefings,  interpreter  suppori  and  assistance  in  developing  a  market 
strategy.  This  suppori  allowed  Grieve  to  plan  a  successfiil  trip  to  Taiwan  Grieve  identified 
five  potential  partners  and  ultimately  chose  C  Sun  Manufacturing  to  represent  it.  C  Sun 
immediately  sold  approximately  $5,000  ofGrieve's  equipment  and  anticipates  more  sales  in 
the  future. 
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Environmental  Equipment  Engineering  (EEE),  a  small  Virginia  manufacturer  of  aerators 
that  maintain  the  quality  of  water,  has  entered  new  export  markets.  Using  the  resources  of 
the  Commercial  Service's  Richmond  office  for  over  ten  years,  EEE  managers  have 
frequently  participated  in  overseas  trade  events  and  have  used  Commercial  News  USA,  our 
export  magazine  publicizing  U.S.  products  in  170  countries  In  1993,  after  being  recruited 
by  the  Richmond  office,  EEE  participated  in  a  Pollution  Control  Trade  Mission  organized 
by  our  Baltimore  office.  This  mission,  which  focused  on  Malaysia,  Singapore,  and 
Indonesia,  generated  sales  for  F.F.F  approaching  the  $100,000  mark  Later,  in  1994,  EEE 
participated  in  two  trade  events:  a  trade  mission  to  the  UK  and  Spain,  and  a  Matchmaker 
Delegation  to  Chile,  Argentina,  and  Brazil  Through  these  events  the  company  signed  two 
new  representatives  Ms  Mentz,  the  President  of  EEE,  states,  "We  expect  continuing  sales 
in  the  countries  of  Malaysia,  Indonesia,  Singapore,  and  Taiwan  and  are  optimistic  about 
future  sales  to  the  UK,  Spain,  Chile,  Argentina,  and  Brazil  Over  the  past  ten  years, 
whether  it  was  Commercial  News  USA,  Catalog  Shows,  or  Trade  Missions,  the  services  of 
the  U.S.  Department  of  Commerce  have  proven  invaluable  to  us." 


ACHIEVING  RESULTS  THROUGH  PUBUC/PRIVATE  PARTNERSHIP 

Due  to  resource  constraints  and  the  growing  demand  for  services,  it  is  essential  for  the  federal 
government  to  work  with  state  and  local  partners  to  help  meet  the  needs  of  anall  businesses. 
Partnerships  enable  effective  delivery  of  federal  programs  while  broadening  service  accessibility, 
especially  to  small  and  medium-sized  businesses.  They  eliminate  duplicative  programs  and  enhance 
.quality.  Effective  partnerships  among  federal,  state  and  local  agoicies  and  organizations  can  help  to 
build  a  national  traide  infrastructure  for  small  business  while  ensuring  scarce  Federal  resources  are 
used  efiBciently. 

Because  exports  are  key  to  national  economic  growth  and  job  creation,  the  federal  government 
recognizes  a  common  cause  with  state  and  local  organizations  which  see  in  export  promotion  an 
opportunity  for  economic  devdopment.  We  have  established  strong  partnerships  with  chambers  of 
commerce,  world  trade  associations,  and  private  sector  business  development  groups.  These 
organizations  include  the  National  Association  of  State  Development  Agencies,  the  National 
Governors  Association,  the  National  League  of  Cities,  the  Council  on  Urban  Economic 
Development,  the  National  Association  of  Countries  and  the  Association  of  Small  Business 
Development  Colters. 


COMMERCIAL  CENTERS 

I  also  want  to  tell  you  about  a  new  concept  in  overseas  export  promotion,  with  particular  focus  on 
small  business,  which  plays  a  key  role  in  ITA's  Big  Emo-ging  Markets  strat^y.  Authorized  by 
Congress  in  FY  1992,  Commercial  Centers  provide  a  "home  away  from  home"  for  U.S.  businesses. 
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They  offer  maiiceting  assistance  to  small  businesses,  including  in-depth  counseling  and  industry 
expertise,  as  well  as  ofBce  rental  space  for  U.S.  companies,  and  state-of-the-art  computer,  FAX  and 
phone  facilities.  Resource  material,  much  of  it  in  CD-ROM  format,  is  available  on  major  projects 
and  other  opportunities  in  the  local  market  as  well  as  on  U.S.  products  and  technologies  for  local 
companies  that  use  the  Center.  There  is  space  for  companies  to  display  products  or  catalogs  or  host 
business  functions. 

In  1994,  we  opened  two  Commercial  Centers  in  Sao  Paulo,  Brazil  and  Jakarta,  Indonesia,  w^ch  is 
co-located  with  the  U.S  Information  Agency.  Commercial  Centers  are  strategically  located  in  the 
local  business  district,  outside  U.S.  embassies,  making  it  easier  for  both  U.S.  companies  and  local 
businesses  to  access  Commercial  Service  staff  and  services.  We  work  with  the  private  sector  to 
coordinate  product  displays  and  trade  events  at  the  Centers.  Secretary  Brown  opened  both  Centers 
last  year  and  at  the  opening  of  the  Brazilian  Center,  U.S.  companies  displayed  their  latest 
technological  products  for  use  in  the  environmental,  telecommunications  and  information  sectors. 
Futxire  plans  are  to  open  an  additional  Commercial  Center  in  Shanghai  in  FY  1995. 

MULTILATERAL  DEVELOPMENT  BANKS 

The  Multilateral  Development  Banks  (MDBs),  with  an  annual  lending  program  of  approximately  $4S 
billion,  offer  tremendous  opportunities  to  U.S.  firms  seeking  exf>ort  financing.  The  Commercial 
Service  created  a  first-ever  Multilateral  Development  Bank  Counseling  Center  as  a  "one-stop  shop" 
last  year  to  assist  U.S.  firms  compete  for  MDB  financed  export  and  investment  opportunities.  These 
opportunities  are  ofien  associated  with  larger  firms  equipped  with  the  extensive  resources  needed  to 
compete  for  major  projects  that  can  reach  hundreds  of  millions  of  dollars.  In  fact,  small  firms  can  be 
key  beneficiaries  in  terms  of  sub-contract  opportunities.  The  Center  provides  counseling  on  export 
financing  alternatives,  education  and  training  on  MDB  operations,  information  on  upcoming  MDB 
projects  and  programs,  advocacy  support  and  a  means  to  suengthen  the  importance  of  commercial 
issues  in  MDB  policy  formulation. 

In  addition.  Commercial  Service  liaison  officers  are  stationed  at  each  of  the  MDBs  to  provide 
counseling,  advocacy,  and  early  project  and  program  information  to  potential  U.S.  bidders.  MDB 
projects  exist  in  industry  sectors  such  as  finance,  telecommunications,  infi-astructure,  and 
environmental  activities  in  some  of  the  &stest  growing  economies  in  the  worid.  There  are  also 
export  opportunities  for  consultants  and  suppliers  of  capital  goods  and  equipment.  Since  its 
inception  in  late  1993,  the  Center  had  assisted  U.S.  companies  to  win  over  SSOO  million  in  contracts 
for  projects  financed  through  MDBs. 

HOW  WE  MEASURE  PROGRESS 

The  "bottom  line"  for  us  is  results.  We  measure  progress  in  terms  of  our  responsiveness  to  the  small 
business  customer,  and  accountability  to  the  U.S.  taxpayer.  We  survey  clients  to  find  out  whether 
they  are  satisfied  with  our  services,  and  whether  Commercial  Service  programs  in  fact  facilitate  their 
export  strategies  and  export  sales.  And,  we  track  what  we  term  "success  stories"  —  specific  "case- 
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study"  descriptions  approved  by  U.S.  finns  that  document  our  contribution  to  their  exporting  efforts. 

Activity  Measures  (for  FY  1994) 

Let  me  give  you  some  statistics  covering  fiscal  year  1994  to  illustrate  the  volume  and  breadth  of  our 
support  for  small  business: 

0         In  FY  1994  alone,  our  domestic  trade  specialists  provided  over  4 1 ,000  counseling  sessions 
for  small  businesses. 

o         We  plaimed  and/or  supported  an  extensive  program  of  trade  events  leveraged  wherever 

possible  with  state  and  private  sector  organizations:  2S9  Overseas  Trade  Fairs;  22  Foreign 
Buyo'  events;  1 1  Matchmaker  Trade  Delegations;  16  Catalog/Multi-State  Trade  Days 
Shows;  67  Certified  Trade  Fairs;  30  Overseas  Certified  Trade  Missions.  In  aggregate,  these 
provide  a  rich  array  of  promotional  venues  for  small  businesses  throughout  the  worid  and 
small  businesses  are  taking  advantage  of  them  -  small  businesses  are  95%  of  our  Matchmaker 
participants,  and  70%  of  Catalog/Muhistate  Trade  Day  participants. 

Qient  Satisfaction  Measures 

Although  measuring  customer  satisfaction  is  relatively  new  to  many  parts  of  the  Federal 
Government,  it  is  not  new  to  the  Commercial  Service.  Our  system  of  client  surveys  is  telling  us  what 
companies  —  most  of  whom  are  small  —  think  of  our  services.  Some  examples: 

o         Eighty-five  percent  of  survey  respondents  are  "satisfied"  or  'very  satisfied"  with  domestic 
office  export  counseling;  88  percent  would  use  it  again. 

0         Ninety-three  percent  of  respondents  are  "satisfied"  or  "very  satisfied"  with  our  in-depth 
market  evaluation  for  a  firm's  specific  product,  the  "Customized  Sales  Survey"  reports 
prepared  by  overseas  posts.  Ninety-three  percent  would  use  it  again. 

Let  me  pause  again  to  cite  a  specific  example  of  what  we  do  for  small  business.  Mr.  William  Pratt, 
Vice  President,  Magellan  Industrial  Trading  Corporation  stated: 

•  'Because  of  the  small  size  of  our  coaqxmy.  we  do  not  have  the  resources  to  do  the  necessary 

market  research  and  to  canvas  every  world  market  that  is  a  viable  outlet  for  our  products. 
We  saw  the  ADS  [Agent/Distributor  Service]  program  as  the  ideal  way  to  make  contacts 
with  the  potential  distributors  and  representatives  in  Taiwan  in  order  to  determine  the 
potential  for  success  of  our  products.  The  program  was  a  success. '  ■ 
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Results 


We  have  strong  indications  that  we  are  ntaldng  a  difference.  In  FY  1994  alone,  clients  woridng  with 
our  domestic  oflSces  made  4,425  entries  (sales)  into  new  foreign  markets. 

Our  new  Export  Assistance  Centers  are  also  getting  results.  For  example,  U.S.  government  and 
state  finance  programs  delivered  through  one  of  the  Export  Assistance  Centers  during  the  nine 
month  period  ending  in  December  1994  resulted  in  export  actions  totalling  $5 1 .6  million. 

We  estimate  each  issue  of  Commercial  News  USA  typically  generates  an  average  of  $1  million  in  ■ 
export  sales  for  U.S.  firms. 


CLOSING  REMARKS 

The  Commercial  Service  is  a  client-drivoi  organization  and,  let  me  assure  you,  our  primary  client  is 
small  business.  Our  staff  are  where  U.S.  firms  need  them,  at  the  grass-roots  level  throughout  the 
U.S.  and  around  the  worid.  Working  with  our  colleagues  in  TD  and  lEP,  and  export  partners  both 
domestically  and  abroad,  we  are  committed  to  helping  small  businesses  expand  its  role  in  the  global 
marketplace,  and  by  so  doing,  their  competitiveness  here  at  home. 

Thank  you,  and  I  would  be  happy  to  respond  to  any  questions. 
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RHC«%  ISLAND 

SOUTH  CAROLINA 
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Charlestoo* 

SOUTH  DAKOTA 

Sioux  Falls* 

TENNESSTT, 

NaafaviQe 
KaoKviUe* 

TEXAS 

Dallas 

Anftin* 

Boustoo 

UTAH 

Sah  Lake  City 

VERMONT 

Moolpdier* 

VIRGINIA 

WASHINGTON 

Seattle 
Tri-Citie«» 

WESTVIRGINL^ 

Chaiicstoo 

WISCONSIN 

WYOMING 

Served  by  tiK  Denver  Office 

*A  Timck  Spedaliflt  in  a  Brmch  OfiBoe 
**A  U.S.  Export  Ajaifltance  Ceoter 
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Commerce  services  give  U.S.  exporters  /^N 
a  leading  edge  in  world  markets     '^ 


PINPOINTING  YOUR  EXPORT  PROSPECTS 

Industry  Sector  Analyses  (ISAJ-structured  market  research 
reports  produced  on  location  m  leading  overseas  markets. 
Reports  cover  market  size  and  outlook,  characteristics,  and 
competitive  and  end-user  analysis  for  a  selected  industry 
sector  m  a  particular  country. 

Customiied  Sales  Survey  (CSS)-custom-tailored  assessment 
of  how  a  speafic  product  will  sell  in  a  given  foreign  market. 
Surveys  conducted  m  the  selected  market  also  determine 
qualified  businesses  most  likely  to  represent  or  purchase  the 
product,  possible  marketmg  and  distnbution  channels,  and 
local  regulations. 

International  Market  Insights  (IMI)-short  profiles  of  speafic 
-foreign  market  conditions  or  opportunities  prepared  m 
overseas  markets  and  at  multilateral  development  banks. 
Non-formatted  reports  include  information  on  dynamic  sectors 
of  a  particular  country. 

Economic  Bulletin  Board  (EBB>-provides  on-line  trade  leads, 
time-sensitive  market  information,  and  the  latest  statistical 
releases  from  a  variety  of  Federal  agencies  To  subscribe,  call 
(202)  482-1986,  FAX  (202)  482-2164,  or  try  the  EBB  as  a  guest 
user  by  dialing  (202)  482-3870  with  your  personal  computer 
and  modem  (8  bit  words,  no  parity,  1  stop  bit). 

National  Trade  Data  Bank  (NTDB)-"one-stop"  source  of 
international  trade  data  collected  by  Federal  agencies,  updated 
monthly  and  released  on  CD-ROM.  It  contains  over  100,000 
trade-related  documents,  including  foreign  business  prospects. 
Available  at  federal  depository  libraries  nationwide,  and  can 
be  purchased  by  disc  or  12-month  subscription. 

World  Traders  Data  Reports-check  the  reliability  of 
prospective  trading  partners.  Type  of  organization,  year 
established,  size,  general  reputation,  taritory  coveral, 
language  preferred,  product  lines,  principal  owners,  financial 
references,  and  trade  references,  with  recommendation  from 
on-site  commercial  officers  as  to  suitability  as  trading  partner. 

Agent/Distributor  Service-ctistomized  overseas  search  for 
qualified  agents,  distributors,  and  representatives  for  U.S. 
firms.  Commercial  officers  abroad  identify  up  to  six  foreign 
prospects  that  have  exanuned  the  U.S.  firm's  product  literature 
and  expressed  interest  in  representing  the  US.  firms  products. 

Trade  Opportunities  Program  (TOP)-timely  sales  leads  from 
international  fini«  seeking  to  buy  or  represent  US.  products  or 
services.  TOP  leads  are  printed  daily  in  leading  commercial 
nev^papers  and  also  distributed  electroiucally  via  the 
Department  of  Commerce  Economic  Bulletin  Board. 


PROMOTING  YOUR  PRODUCTS  AND  SERVICES 

Commercial  News  USA  (CNUSA)-export  marketing 
magazine  promoting  U.S.  products  and  services  worldwide. 
Disseminated  in  pnnt  to  saeened  agents,  distnbutors,  buye:^, 
and  end-users  and  on-line  to  electroruc  bulletm  board 
subscribers.  Selected  portions  reprinted  in  busmess 
newsletters  in  several  countnes. 

Cold  Key  Service-offered  by  Foreign  Commercial  Semce  in 
export  markets  around  the  world.  Custom-tailored  service 
combines  onentation  briefings,  market  research,  introductions 
to  potential  partners,  interpreter  service  for  meetings,  and 
assistance  in  developing  follow-up  strategies. 

Matchmaker  Trade  Delegations-'match "  U.S.  firms  with 
prospective  agents,  distnbutors,  and  other  business  contacts 
overseas.  Trade  specialists  evaluate  producf  s  sales  potential, 
find  and  screen  contacts,  and  handle  logistics.  Intensive  trip 
includes  meetings  with  prospective  clients  and  in-depth 
market  bnefings. 

International  Buyer  Program-supports  selected  leading  U.S. 
trade  shows  in  mdustries  with  high  export  potential. 
Commerce  helps  recruit  delegations  of  foreign  buyers  to  attend 
the  event  and  assists  US.  finns  m  matching  their  products, 
marketing  objectives,  and  geographic  targets  with  the  needs  of 
the  international  business  visitors. 

Multi-State/Catalog  Exhibitions-feature  displays  of  U.S. 
product  catalogs,  brochures,  and  other  graphic  sales  tools  at 
several  US.  embassies  and  consulates  or  in  conjunction  with 
trade  shows  in  a  region.  Commercial  staff  provide  each  U.S. 
participant  with  sales  leads  and  a  list  of  all  foreign  buyers 
attending  the  event. 

Trade  Fair  Certification-supports  leading  international 
industry  trade  shows  providing  high-profile  promotion  of  U.S. 
products.  Certification  encourages  private  organizers  to 
recruit  new-to-market,  new-to-export  U.S.  exhibitors;  to 
maintain  Cotnmerce  standards  for  event;  and  to  provide 
services  ranging  from  advance  promotion  to  on-site  assistance 
for  US.  exhibitor). 


Find  out  how  to  make  these  export  promotion 
services  work  for  you.  Contact  your  nearest 
U.S.  Department  of  Commera  district  office. 
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,„„  „         .  JOHN  J.  LaFALCE,  New  Vow 

JAN  MEYERS,  Kansas 


Congress  of  the  Bnitd  States 

tloast  of  'RfprtBcntatiots 

mth  Congros 
Committte  on  ^mall  ^osincBS 
iw  lUBboni  fumsc  @ITia  Boilding 

March  31,  1995 


Ms.  Lauri  Fitz-Pegado 
Assistant  Secretary  and 

Director  General 
U.S.  Foreign  and  Conunercial  Service 
Department  of  Conunerce 

14th  Street  &  Constitution  Avenue,  N.W. 
Washington,  D.C.   20230 

Dear  Ms.  Fitz-Pegado: 

Thank  you  for  testifying  before  the  Subcommittee  on  Procurement, 
Exports,  and  Business  Opportunities  on  Wednesday.   Please  also 
extend  my  thanks  to  your  colleagues,  Mr.  Raymond  Vickery  and  Dr. 
Charles  Meissner  plus  your  respective  staffs  for  putting  so  much 
hard  work  into  the  hearing. 

As  a  follow-up  to  the  hearing,  I  would  ask  the  following 
questions,  some  of  which  were  requests  for  information,  that  will 
be  submitted  for  the  record. 

1)  During  consideration  of  the  Export  Administration  Act 
reauthorization  last  year,  the  Department  of  Commerce  prepared  a 
flow-chart  of  the  cumbersome  export  control  process.   Several 
Members  of  the  Small  Business  Subcommittee  on  Procurement, 
Exports,  and  Business  Opportunities  expressed  interest  in  a 
similar  flow-chart  describing  the  export  promotion  process  and 
how  all  the  19  agencies  interrelate  in  the  Trade  Promotion 
Coordinating  Committee  (TPCC) ,  including  the  role  of  any  private 
sector  advisory  groups.   In  your  analysis,  please  also  delineate 
agency  and  sub-agency  roles. 

2)  Enclosed  you  will  find  a  copy  of  a  Congressional  Research 
Service  report  entitled,  "The  Economics  of  Export  Promotion." 
The  Subcommittee  would  appreciate  your  evaluation  of  that  report, 
especially  in  light  of  the  re-energized  trade  promotion  efforts 
of  the  Clinton  Administration.   Do  export  promotion  programs  only 
impact  the  composition  of  U.S.  exports,  not  necessarily  increase 
overall  exports  to  lower  the  trade  deficit? 
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3)  Enclosed  you  will  also  find  a  paper  written  last  November  by 
two  economists  at  the  Bureau  of  Labor  Statistics.   In  it,  the 
authors  conclude  that  after  ten  years  of  pursuing  a  "high  trade" 
strategy,  which  includes  aggressively  finding  export  opportuni- 
ties for  U.S.  businesses  overseas,  only  46,000  net  new  U.S.  jobs 
will  be  created  above  a  "low  trade"  strategy  of  doing  little  in 
export  promotion.   How  does  that  conclusion  mesh  with  statistics 
presented  at  the  hearing  that  International  Trade  Administration 
programs  support  180,000  U.S.  jobs? 

4)  Can  you  please  provide  the  Subcommittee  with  the  information 
on  how  you  share  unclassified  or  non-privileged  trade  data  and 
information  with  other  entities  both  inside  and  outside  the  U.S. 
government?   Can  people  outside  the  government  (eg.  a  state  trade 
promotion  office  or  a  World  Trade  Center)  access  your  computers 
to  down-load  trade  information  that  is  already  distributed  for 
free?   If  yes,  how  can  they  do  that?   If  no,  can  you  tell  me  of 
any  plans  to  institute  such  a  system?  Are  the  computers  of  the 
19  agencies  involved  in  the  TPCC  process  interlinked  beyond 
Internet?   Do  you  all  share  the  same  software?   If  not,  why  not? 

5)  It  is  my  understanding  that  the  federal  government  receives 
advice  on  trade  policy  and  export  promotion  from  various  Industry 
Sector  Advisory  Committees  (ISAC),  including  one  for  small 
business.   Have  any  of  those  who  testified  Wednesday  before  the 
Subcommittee  from  the  Commerce  Department  (either  you,  Mr. 
Vickery  or  Dr.  Meissner)  attended  a  small  business  ISAC  since 
assuming  your  responsibilities  in  the  Clinton  Administration?   If 
yes,  how  many  minutes  were  spent  in  that  meeting  as  a  percentage 
of  the  entire  meeting?   If  no,  please  explain  your  reasons  as  to 
why  you  did  not  attend. 

6)  Secretary  Ron  Brown's  overseas  trade  missions  have  received 
considerable  attention  recently.   What  is  the  percentage  of  small 
businesses  (liberally  defined  as  those  companies  employing  500 
people  or  less),  on  average,  that  is  part  of  the  Secretary's 
trips?  Are  their  any  plans  to  further  increase  outreach  to  small 
businesses  to  participate  in  these  trips? 

Thank  you  for  your  kind  attention  to  my  questions.   Please 
respond  within  three  weeks,  by  April  21,  1995. 


Donald  A.  Manzullo 

Chairman 

Subcommittee  on  Procurement, 

Exports,  and  Business 

Opportunities 
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UNITED  STATES  DEPARTMENT  OF  COMMERCE 
Intarnational  Trade  Adminiscracion 

Washington.  D  C  20230 

DIRECTOR  GENERAL  OF  THE  U  S  AND 
FOREIGN  COMMERCIAL  SERVICE 


April  6,  1995 

The  Honorable  Donald  A.  Manzullo 

Chairman,  Subcommittee  on  Procurement,  Exports 

and  Business  Opportunities 
Committee  on  Small  Business  House  of  Representatives 
Washington,  DC  20515 

Dear  Mr.  Chairman: 

I  want  to  thank  you  for  giving  me  the  opportunity  to  discuss  the  programs  and  services  that  the 
United  States  and  Foreign  Commercial  Service  offer  to  small  business.   I  am  concerned  that 
many  of  your  colleagues,  not  to  mention  the  general  public,  are  unaware  of  the  resource 
available  to  small  business  through  our  global  network  of  offices.   By  calling  my  colleagues 
and  me  to  testify,  you  have  brought  public  attention  to  the  importance  of  the  small  business 
community  and  the  need  to  increase  the  number  of  smaller  firms  that  actively  export. 
Hopefully,  our  remarks  gave  the  members  of  the  Subcommittee  a  clear  idea  of  where  our 
efforts  stand  today,  and  where  they  are  going. 

As  you  requested,  we  are  working  with  the  office  of  the  Trade  Promotion  Coordinating 
Committee  (TPCC)  to  create  a  chart  depicting  the  interaction  between  the  19  TPCC  agencies 
involved  in  export  promotion.   We  are  also  working  with  our  partners  within  ITA  to  respond 
to  your  written  questions. 

The  federal  government  effort  to  promote  exports,  particularly  from  small  businesses,  is 
growing  increasingly  integrated  and,  therefore,  delivering  better  service  to  American  business 
at  no  additional  cost.    I  welcome  the  opportunity,  at  your  convenience,  to  discuss  with  you 
further  US&FCS'  programs  and  services. 


Sincerely, 


.'Lauri  J. 


ktr  .f.^t^- 


Eitz-PegadO^ 


^i^^ 


W 
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UNITED  STATES  DEPARTMENT  OF  COMMERCE 
Incarnacional  Trade  Administration 

Washington  DC  20230 

DIRECTOR  GENERAL  OF  THE  U  S  AND 
FOREIGN  COMMERCIAL  SERVICE 


April  25.  1995 

The  Honorable  Donald  A.  Manzullo 

Chairman.  Subcommittee  on  Procurement,  Exports 

and  Business  Opportunities 
Committee  on  Small  Business  House  of  Representatives 
Washington.  DC  20515 

Dear  Mr.  Chairman: 

On  behalf  of  my  colleagues  in  the  International  Trade  Administration.  1  want  to  thank  you 
again  for  the  opportunity  to  testify  before  the  Subcommittee  on  our  efforts  to  promote  the 
export  interests  of  small  business.  We  believe  that  small  business  represents  the  greatest 
source  of  untapped  export  potential  in  the  United  States.   We  have  made  increasing  small  and 
medium-sized  businesses'  efforts  a  key  priority,  both  within  the  Department  of  Commerce  and 
across  the  Trade  Promotion  Coordinating  Committee  (TPCC).  We  would  welcome  any 
additional  suggestions  that  you  or  the  Subcommittee  might  have  to  help  these  efforts. 

1  have  attached  responses  to  the  six  questions  that  you  sent  us  following  the  hearing.   Mr. 
Meissner,  Mr.  Vickery  and  I  feel  that  these  responses  reflect  our  commitment  to  small 
business,  and  we  hope  that  they  adequately  answer  your  questions.   We  would  welcome  the 
opportunity  to  discuss  these  issues  with  you  further.   I  have  also  attached  for  your  information 
additional  charts  on  the  National  Export  Strategy,  the  TPCC  and  the  interagency  advocacy 
effort  on  behalf  of  American  business. 

Thank  you  for  your  support  for  our  efforts  and  for  your  commitment  to  the  small  business 
community. 


Sincerely, 


Lauri  J.  Fitz-Pegado 


m 
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Question  1 

For  your  review  we  have  provided  four  charts  which  describe  not  only  how  a  U.S  firm 
would  access  Federal  export  promotion  programs,  but  also  how  the  Trade  Promotion 
Coordinating  Committee  (TPCC)  itself  is  organized,  how  the  National  Export  Strategy  works, 
and  our  interagency  advocacy  process.  Attached  are  the  four  charts,  labeled  A  through  D.  A 
short  description  of  each  follows. 

Chart  A  -  Organizational  Chart  of  the  Trade  Promotion  Coordinating  Committee  (TPCO 

The  TPCC  is  chaired  by  Secretary  Ronald  H.  Brown  and  is  comprised  of  the  19  Federal 
agencies  that  have  responsibility  for  Federal  trade  promotion  programs.  The  TPCC  works  as  the 
Administration's  vehicle  to  ensure  effective  and  cooperative  U.S.  Government  export  promotion 
efforts.  In  1993,  the  TPCC  released  its  first  annual  report  to  Congress  outlining  65 
recommendations  that,  if  taken  together,  would  form  the  basis  of  our  firsl  ever  National  Export 
Strategy.  Today,  a  little  more  than  18  months  later,  we  are  proud  to  say  that  we  have  a  strategy 
in  place  and  that  it  is  working. 

Chart  B  -  The  National  Export  Strategy 

The  Strategy  is  a  government-wide  export  promotion  plan.  Working  with  the  private 
sector  and  state  and  local  partners,  the  TPCC  agencies  work  to  set  strategic  directions,  and  to 
follow-up  on  initiatives  aimed  at  upgrading  and  coordinating  the  government's  export  promotion 
and  export  finance  programs. 

Chart  C  -  How  a  Firm  Accesses  USG  Export  Promotion  Services 

The  National  Export  Strategy  called  for  the  development  of  "one-stop  shops"  to  provide 
U.S.  exporters  with  the  full  range  of  Federal  resources  available  to  assist  them.  A  step-by-step 
description  of  how  a  firm  can  access  U.S.  government  export  promotion  services  ~  Chart  C  —  is 
as  follows: 

I.  Exporters  can  enter  the  system  in  a  variety  of  ways  including: 

-  through  our  1-800-USA-TRADE  number; 

-  by  directly  contacting  one  of  our  U.S.  Export  Assistance  Centers; 

-  on  referral  from  state  and  local  organizations; 

-  on  referral  from  the  Small  Business  Administration  (SBA)  and  its  Small 
Business  Development  Centers  (SBDCs). 

II.  Once  referred,  U.S.  Export  Assistance  Center  (USEAC)  staff—  comprised  of 
representatives  from  the  Department  of  Commerce,  Ex-Im  Bank,  Small  Business 
Administration,  and  in  one  case  the  Agency  for  International  Development  ~  work  to 
provide  counseling  and  information  services  to  the  client  firm.  The  firm  may  also  be 
directed  to  the  Federal  agency  which  can  provide  it  the  specialized  help  it  requires  (e.g.  if 
the  firm  produces  agricultural  products,  it  will  be  referred  to  the  Department  of 
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Agriculture's  Foreign  Agricultural  Service;  if  the  firm  is  new  to  exporting,  it  may  be 
referred  to  SBA  for  pre-export  counseling).  ; 

III.  Once  it  is  determined  that  the  firm  is  export-ready,  USEAC  staff  take  full  advantage 
of  available  USG  resources  including  our  overseas  commercial  staff,  country  experts  at 
the  Departments  of  Commerce  and  State,  industry  experts  located  within  Commerce, 
other  specialized  TPCC  agencies  and  state  and  local  entities.  USEAC  staff  then  work 
closely  with  the  company  to  develop  targeted  market-entry  strategies. 

IV.  Market-entry  strategies  are  then  bolstered  by  the  expertise  and  resources  of  the  TPCC 
fmance  agencies  which  can  help  a  U.S.  firm  with  export  financing  or  with  investment  or 
feasibility  study  assistance.  USEAC  staff  members,  trained  in  all  aspects  of  international 
u-ade  finance,  will  help  the  firm  assess  its  individual  needs  and  access  the  appropriate 
financing  programs. 

V.  Firms  participating  in  overseas  trade  events  and  missions  will  be  supported  by 
embassy  staff  located  overseas.  In  addition,  if  it  is  determined  that  a  need  exists,  firms 
bidding  on  overseas  projects  may  be  directed  to  our  TPCC  Advocacy  Center  for  fiirther 
USG  support  (See  Chart  D). 

Chart  D  -  The  TPCC  Advocacv  Network 

Winning  major  contracts  in  foreign  countries  is  increasingly  competitive.  To  help  level 
the  international  playing  field  for  U.S.  firms  bidding  on  overseas  projects,  the  TPCC  agencies 
have  created  the  Advocacy  Network  and  Advocacy  Center  to  marshal  the  resources  of  the  U.S. 
government.  Advocacy  Center  staff  work  one  on  one  with  U.S.  exporters  -  large  and  small  ~ 
and  coordinate  efforts  with  our  interagency  network. 
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Question  il 


In  light  of  the  work  of  the  Clinton  Administration  to  re-energize  and  redirect  U.S.  export 
promotion  programs,  the  Congressional  Research  Service  (CRS)  report,  The  Economics  of 
Export  Promotion,  has  little  relevance  or  application  to  the  nation's  present  international  trade 
situation.  The  CRS  report  is  an  incomplete  review  of  international  trade  theory.   The  CRS 
report  does  not  provide  any  statistical  or  facmal  basis  for  its  conclusion  that  "in  the  long  run 
such  programs  are  unlikely  to  have  a  significant  effect  on  the  nation's  balance  of  trade."  The 
CRS  Report  justifies  its  assertions  by  simply  referring  to  "traditional  economic  doctrine." 
However,  the  CRS  Report  does  concede  that  export  promotion  policies  may  "in  some  cases, 
lead  to  an  increase  in  total  trade"  and  that  "in  theory,  export  promotion  could,  in  the  short 
run,  boost  the  nation's  exports,  causing  the  trade  deficit  to  shrink." 

Apart  from  its  lack  of  facts  to  support  its  assertions,  a  basic  defect  in  the  CRS  Report  is  that  it 
does  not  take  into  account  the  progress  made  in  the  last  forty  years  in  understanding  how  the 
international  trading  system  works.  Specifically,  the  theoretical  doctrine  relied  on  by  the  CRS 
fails  to  recognize  the  realities  of  international  trade  today,  particularly  in  Big  Emerging 
Markets.  Indeed  it  is  widely  recognized  that  there  are  significant  market  imperfections  which 
may  never  be  corrected  without  government  intervention  or  which  may  take  so  long  to  correct 
without  government  intervention  that  the  economic  costs  are  prohibitive. 

While  the  Clinton  Administration  certainly  acknowledges  that  macro  economic  factors  are  a 
major  influence  on  the  trade  deficit,  the  process  of  re-energizing  U.S.  export  promotion  has 
demonstrated  the  following: 

1.  Supporting  U.S.  companies  bidding  for  major  contracts  overseas  with 
aggressive  U.S.  Government  advocacy  pays  significant  dividends.   Over  the 
past  18  months,  our  Advocacy  Center,  which  marshals  Federal  government 
resources  in  support  of  American  business  enterprises  abroad,  has  assisted 
American  firms  to  win  more  than  120  major  deals.  These  will  result  in  U.S. 
exports  in  excess  of  $24.5  billion  which  support  over  370,000  American  jobs. 

2.  Intensifying  our  efforts  to  provide  better  assistance  to  small-  and  medium-sized 
businesses  can  make  a  huge  difference  in  our  trade  balance.  Small  businesses 
account  for  about  24%  of  the  manufacoiring  sector's  total  sales,  yet  only  about 
12%  of  the  sector's  exports.   If  these  small  businesses  exported  in  similar 
proportion  to  their  larger  manufacturing  ouq)ut,  manufacturing  exports  would 
increase  by  more  than  $40  billion. 

3.  Governments  of  major  competitor  nations  recognize  the  critical  role  export 
promotion  can  play  by  supporting  export  promotion  programs  to  capture  a 
greater  share  of  a  dynamic,  growing  international  market.   Among  its  major 
trading  parmers,  the  United  States  ranks  last  in  export  promotion  spending  on  a 
per  capita  basis,  in  comparison  with  total  GNP  and  in  relation  to  total  Federal 
budgetary  expenditures. 
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In  summary,  the  trade  deficit  is  influenced  by  a  variety  of  macro  and  firm-level  economic 
factors.  To  cease  or  lessen  expon  promotion  activity  in  the  face  of  increasing  activity  on  the 
part  of  our  competitors  would  amount  to  the  commercial  equivalent  of  unilateral  disarmament. 
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Question  #3 


Per  conversations  with  one  of  the  BLS  article  co-authors,  the  BLS  model  does  not  evaluate  the 
effectiveness  or  impact  of  trade  promotion  efforts  at  all.  The  article  concludes  that  if  there  is 
a  higher  level  of  trade  activity,  there  will  tend  to  be  more  jobs  available  in  "high-tech" 
industry  sectors,  and  if  there  is  a  lower  level  of  trade  activity  the  composition  of  available  jobs 
will  be  very  different. 

The  Monthly  Labor  Review  article  presents  three  alternative  trade  models:  a  "high-trade" 
scenario  (with  strong  world  growth  and  high  domestic  demand),  a  "moderate,"  and  a  "low- 
trade"  scenario  (with  poorer  economic  performance  abroad  and  a  weaker  domestic  economy). 
These  scenarios  do  not  consider  the  factors  that  can  cause  changes  in  employment  or  the  trade 
balance,  such  as  U.S.  Government  trade  promotion  efforts.   In  fact,  the  authors  state  that  the 
"alternatives  presented  [in  the  article]  do  not  attempt  to  portray  the  effects  of  any  particular 
policy  or  trade  agreement. " 

The  International  Trade  Administration's  position  that  its  programs  suppon  180,000  jobs  is  in 
no  way  contradicted  by  the  BLS  article.  The  article  does  not  investigate  the  effects  of  export 
programs  on  jobs;  rather  it  is  a  highly  theoretical  examination  of  employment  effects  of 
different  fiinire  trade  scenarios.   In  addition,  the  report's  conclusion  is  not  that  exports  do  not 
create  jobs,  but  that  there  is  very  little  employment  impact  from  a  high  trade  scenario.   Even 
this  conclusion  must  be  seen  as  highly  theoretical  and  having  little  relevancy  to  the  real  world 
since  the  authors  assume  "...exports  and  imports  moving  in  tandem..."  Thus,  under  all  three 
scenarios,  low  trade,  moderate  trade  and  high  trade,  the  U.S.  trade  balance  in  2005  is  a 
positive  $51  billion.   Put  another  way,  the  authors  are  saying  that  if  we  assume  an  increase  in 
the  rate  of  growth  of  exports  and  do  the  same  for  imports  so  that  our  trade  balance  remains  the 
same  over  time  (a  positive  $51  billion  in  the  study),  there  is  little  impact  on  overall 
employment. 
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Question  H 


The  US&FCS  shares  unclassified  and  non-privileged  trade  information  with  other  U.S. 
Government  agencies  and  the  business  community  primarily  through  the  Department's 
National  Trade  Data  Bank  (NTDB)  and  Economic  Bulletin  Board  (EBB). 

The  hfTDB  is  a  "one-stop"  source  of  international  trade  data  collected  by  19  U.S.  Government 
agencies.  It  contains  over  190.000  trade-related  documents  including  market  research  reports, 
trade  leads,  trade  contacts,  statistical  information,  country  reports  and  much  more.   It  is 
available  at  Federal  Depository  libraries,  can  be  purchased  on  CD-Rom  or  can  be  accessed 
through  the  Internet  at  STAT-USA's  Worldwide  Web  Site.  To  order  or  for  more  information, 
feel  free  to  call  1-800-STAT-USA. 

The  EBB  provides  on-line  trade  leads,  time-sensitive  market  information,  and  the  latest 
statistical  releases  from  a  variety  of  Federal  agencies.  To  subscribe,  call  1-800- US A-STAT  or 
try  the  EBB  as  a  guest  user  by  dialing  (202)  482-3870  with  your  personal  computer  and 
modem  (8  bit  words,  no  parity,  I  stop  bit). 

We  have  established  processes  whereby  market  research  and  trade  leads  are  sent  daily  to 
headquarters  staff  from  overseas  by  cable  or  E-mail.  This  information  is  then  entered  onto  the 
EBB  and  the  Internet  version  of  the  NTDB  on  a  daily  basis.   Our  information  is  also  added  to 
the  NTDB  on  CD-ROM  on  a  monthly  basis.    US&FCS  trade  contacts  maintained  by  our 
overseas  posts  are  also  made  available  to  the  business  community  through  the  NTDB. 

Therefore,  while  neither  people  outside  the  government  nor  TPCC  agencies  have  access  to  our 
computer  system,  they  have  timely  and  easy  electronic  access  to  our  trade  information  through 
these  systems.  The  computer  systems  of  the  TPCC  agencies  are  not  linked  beyond  Internet 
and  do  not  share  the  same  software  due  to  the  individual  needs  of  these  agencies.   However, 
implementation  of  the  International  Trade  Data  System  envisioned  under  the  National 
Performance  Review's  IT06  will  link  all  agencies  with  vital  information  for  U.S.  exporters. 

The  US&FCS  is  aggressively  working  with  our  trade  partners  to  widen  the  distribution  and 
accessibility  of  our  trade  information.   We  have  established  relationships  with  NASDA, 
individual  state  promotion  offices.  World  Trade  Centers,  the  Export  Hotline,  and  other  private 
organizations  to  encourage  their  redistribution  efforts  to  their  clients.  We  are  also  working 
closely  with  trade  associations  to  improve  our  understanding  of  the  information  needs  of  U.S. 
industry  and  to  provide  this  information  directly  via  Internet  for  redistribution  to  their 
members. 
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Question  #5 


We  are  pleased  that  the  Committee  recognizes  the  importance  of  our  Industry  Sector  Advisory 
Committees,  which  were  established  by  the  Congress.  The  17  Industry  Sector  Advisory 
Committees  are  jointly  administered  by  the  International  Trade  Administration  and  the  U.S. 
Trade  Representative.  Management  for  the  committees  is  provided  by  Trade  Development, 
under  Assistant  Secretary  (A/S)  Vickery's  general  direction.  The  Industry  Sector  Advisory 
Committee  on  Small  and  Minority  Business  (IS AC- 14)  is  very  active.  Staff  support  for  that 
Committee  is  handled  in  the  immediate  office  of  A/S  Vickery. 

A/S  Vickery  has  made  a  concerted  effort  to  attend  meetings  of  all  of  the  Industry 
Sector  Committees.   He  attended  two  of  the  four  Small  Business  ISAC  meetings  that  have 
been  held  in  Washington  since  he  became  Assistant  Secretary.   At  the  first  meeting,  A/S 
Vickery  participated  for  one  hour,  or  20%  of  the  meeting  (average  of  other  speakers  10%) 
and  at  the  second,  he  participated  for  30  minutes  or  10%  (average  of  other  speakers  8%).   In 
addition,  A/S  Vickery  addressed  members  of  ISAC  14  (together  with  other  ISAC  members)  at 
the  initial  plenary  session  of  all  newly-appointed  ISAC  members;  attended  the  presentation  by 
the  ISAC- 14  Chairman  to  the  Industry  Policy  Advisory  Committee;  and  has  met  privately  with 
the  ISAC-14  leadership  concerning  issues  of  concern.   Further,  senior  staff  in  Trade 
Development  attend  throughout  every  ISAC  14  meeting,  work  closely  with  the  ISAC  on  its 
projects  and  report  to  A/S  Vickery  on  these  matters. 

ITA  Senior  staff  have  attended  meetings  regularly.  They  have  worked  with  ISAC-14 
on  an  ongoing  basis  to  incorporate  small  business  perspectives  into  their  regional  policy  areas 
and  programs.   ITA  is  committed  to  Agency-wide  participation  in  the  ISAC  program  and 
considers  the  ISACs  an  important  mechanism  for  public-private  partnership  and  private-sector 
input. 
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Question  ^6 

According  to  the  Department  of  Commerce's  Office  of  Business  Liaison  (OBL),  the 
percentage  of  small  companies  that  have  participated  in  Secretary  Brown's  Commercial 
Mission  has  ranged  from  twenty  to  thirty-five  percent.   Moreover,  certain  missions,  such  as 
the  one  the  Secretary  led  to  Mexico,  focus  exclusively  on  smaller  firms.   While  factors  such  as 
cost  sometimes  limit  the  ability  of  smaller  companies  to  participate  in  these  mission,  OBL 
makes  a  concerted  effort  to  ensure  that  smaller  companies  participate  in  these  trips. 

In  addition  to  the  trip  led  by  Secretary  Brown,  the  Assistant  Secretaries  within  ITA  have  led 
numerous  missions  catering  almost  exclusively  to  small  businesses.   I  have  led  trips  to  South 
Africa,  Brazil  and  Mexico  in  the  past  year,  each  of  which  featured  twenty  or  more  small  and 
medium-sized  businesses.   Moreover,  my  senior  staff  within  US&FCS  have  led  additional 
missions  to  Canada,  Chile,  Argentina,  Central  America  and  Indonesia. 

Finally,  there  are  the  Matchmaker  missions  that  US&FCS  leads  on  a  regular  basis  and  the 
sectoral  trade  missions  that  Trade  Development  (TD)  leads.  Though  these  missions  usually  do 
not  have  the  same  political  profile  as  those  led  by  the  Secretary  or  by  an  Assistant  Secretary, 
they  do  provide  the  same  hands-on  assistance  and  direct  contacts  with  potential  buyers  in 
foreign  markets.  These  missions  focus  on  smaller  businesses  that  don't  have  the  resources  to 
maintain  a  presence  overseas.   In  FY'95  alone,  TD  will  lead  over  thirty  sectoral  trade 
missions,  and  US&FCS  will  lead  between  10-12  Matchmaker  missions. 
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Foreign  trade  alternatives  for 
employment  and  occupations,  2005 

^'^        BLS  examines  the  impacts  on  employment  of  two  possible 
foreign  trade  alternatives — a  high-trade  scenario  portrays 
stronger  world  growth  and  higher  domestic  demand; 
a  low-trade  scenario  illustrates  poorer  economic  performance 
abroad  and  weaker  domestic  economy  with  respect  to  trade 


Betty  W.  So 
Cart  A.  Cheatiens 
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Bmu  of  Ltbor  Sudstki. 


At  (he  world  tunu  increasiiigly  into  t  ^o- 
bai  matkBtpUce,  tfae  issoe  of  foreign  trade 
becomes  more  cotBplex.  U^.  trade  wilb 
Ctmia  has  grown  rapidly  in  recent  years.  New 
maitect  in  Eattcm  Europe  and  in  the  former 
RepabUct  of  the  Soviet  Unioa  ire  emerging. 
Perhaps  the  moat  impoctaot  etement  oo  the  trade 
borizoQ  i*  d>e  recently  itegotiated  OATT  (Ceoeral 
Agreetneot  oo  Tarith  and  Trade)  and  the  lately 
ratified  naFTA  (North  American  Free  Trade 
Agreemeol)  among  the  United  States,  Canada, 
and  Modco. '  Globalizadoo  of  trade  is  an  ongo- 
ing process  that  may  be  hastened  or  slowed,  bat 
chances  tie  thai  it  will  ooc  be  stopped.  The  corn- 
ing decade  will  likely  «ee  loove  major  changes 
in  the  way  products  are  prodnced  and  delivered 
to  the  coosoming  sector  of  the  world  ecooomy. 

The  BU  projectioas  of  the  U.S.  ecooomy  to 
2005,  described  in  the  Novemba  1993  issue  of 
the  MonMy  Labor  Review, '  offer  three  alterna- 
tive views  of  potential  growth  to  provide  a  range 
of  future  paths  for  final  demand  and  employment 
However,  becaose  those  altematives  address  only 
a  few  of  the  unknowTu  of  the  coming  13  yean, 
special  sceoarMM  have  been  prepared  which  explore 
other  areas  of  uncertainty  in  our  ecooomy.'  This 
article  focuses  on  (he  aita  of  foreigD  trade,  pre- 
senting an  evaluatiao  of  the  potential  etnployinent 
impacts  of  dtfiTereni  levels  of  demand  in  this  area. 

To  assess  the  impact  of  a  U.S.  economy  which 
may  be  more  or  less  compebiivc  in  world  mar- 


kets. dK  analysis  of  foreign  trade  presented  here 
focuses  primarily  oo  the  impacts  on  employment 
due  to  changes  in  exports  and  imports.  The  trade 
altematives  presented  here  do  not  attempt  to  por- 
tray the  effects  of  any  particular  policy  or  trade 
agreetueat  such  is  NAFTA.  Rather,  they  are  pre- 
pared to  evaluate  the  sensitivity  of  the  economy 
to  changes  in  (oceign  trade.  Exports  and  imports 
are  both  important  compooeots  of  our  ecooomy 
and  ue  projected  to  become  even  more  impor- 
tant between  now  and  2003.  Because  exports  and 
imports  tend  to  balance  in  the  long  run.  their 
employmeni  impacts  at  d>e  aggregate  level  gen- 
erally balance  out  except  in  terms  of  relative  dif- 
ferences in  the  productivity  of  the  industries  af- 
fected. However,  sotne  industries  are  sensitive 
to  trade  growth.  This  analysis  demoostraies  that 
the  shifting  structure  of  the  global  economy 
brings  prospect ve  etnploymcnt  changes  in  many 
industries,  some  closely  associated  with  foreign 
trade  and  others  not  normally  so  associated. 

Historical  pei^pective 

TrenJ  lA  exports  and  imports.  US.  exports  and 
imports  of  goods  and  services  are  the  two  com- 
pooeots of  gross  domestic  product  (GDP)  that 
have  gaitted  the  most  in  importance  over  the  past 
25  years.  Exports  (in  I9S7  dollars)  grew  at  an 
average  annual  rate  of  7. 1  percent  between  1970 
and  1980,  and  increased  their  share  of  CDP  from 
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Foreign  Tta^  Alt*mailv€S 


Measuring  anployment  effects  of  ft>rcign  trade 


BLS  eximines  various  employmeot  alterna- 
tives for  three  pankularly  uocenaln  areas  of 
the  U.S.  ecooocny.  The  health  care  tpeodin^ 
and  infrutructure  lovestjneat  tltematives 
were  presented  hi  the  April  1994  Issue  of  the 
hfoiuhty  Labor  ReAew.  Thii  aoalysls  focuses 
on  d>e  foreigo  trade  area. 

In  the  health  care  aod  InlmtrxKtiue  analy- 
ses, I  stralghfforward  approach  wti  ued  to 
assess  effects  of  the  alternatives  is  *einploy- 
mefli  related  to  health  care  speadiai'  or  "em- 
ploymeat  related  to  infiattrocture  investmeot.' 
However,  in  the  fbrel^  trade  altenudvet,  the 
fanpactj  on  empioymeol  are  do(  examhwj 
flrom  the  pdoi  at  view  d  'esiployinent  re> 
laled  to  expods"  and  "eoploymetit  related  to 
Imports.'  Subde  ioterweavings  amooi  ecooo- 
mlea  In  ao  iocreaslngiy  global  marketpUce 
make  it  store  cMfflcull  to  disengage  a  study  of 
exports  fttxn  a  study  of  ln^nra  Also,  k  is  es- 
pedaQy  (flfflodt,  if  not  imposii>le,  In  the  coo- 
text  of  the  methodology  used  by  BLS  K)  preseot 


a  dean  esdmate  of  the  emptoyment  impacts  of 
imports.  Rather,  (he  effeca  of  changes  bi  trade- 
determining  &cton  are  assessed  hi  terms  of 
overall  <XX  aod  total  employmenL 

One  way  of  looldng  at  the  Impacts  li  to  coo- 
tider  the  overall  changes  In  OOP  aod  in  all  the 
compooents  of  <JBX  induced  by  the  assumed 
chaiiges  in  the  Cacton  affecting  foreign  trade. 
This  fatcludes  ao(  ooly  changes  in  trtdC'ie- 
lated  einptoymeM  (direct  ai>d  indirect),  but 
also  changes  in  employment  related  to  all 
other  catBgoriei  of  demand — coosumption. 
bivestiaeiit,  and  govenunefiL  A  dUfoent  way 
of  lootdng  at  trsde-relaled  eiq)iayineitt  im- 
pacts b  to  aOow  ooiy  the  export  and  Impact 
levels  to  change  and  Itecp  aH  other  odp  cat- 
egories Bxed  ia  2003  at  the  level  from  the 
moderate-growth  projecdoa  Although  this  is 
a  rather  artificial  approach,  h  does  serve  to 
iaolaie  the  direct  atid  indirect  impacts  of  for- 
eign trade  changes  from  d>e  total  iodiKed 
changes  discussed  above. 


'ru>to1.    Exports  and  Imports  of  gooda  •i>d  aervlc**,  a«l*ctad  years 
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9.6  perccfU  to  8.3  peiceat  over  (be  lame  period. 
ImporU  tbo  grew  strongly,  at  4.0  perceot  pa  year 
over  (be  1970-80  pedod,  imeaant  from  6.8  (o 

7.7  penent  of  OOP.  (See  table  1.) 

Exchange  rmte  fluctuttioiu  of  (be  U.S.  dollar 
reUtive  to  o<her  curreaciei  Ln  tbefinttul/ofthe 
1980's,  combiocd  wicfa  mucb  Mioager  competi- 
tioo  in  expect  mtrlcets,  !ed  to  decUoe*  in  U.S. 
fol  exports  of  0.7  perceni  per  year  between  1980 
tod  1985.  log^Kxts,  oo  the  other  hand,  continued 
lo  do  well  over  ttiij  period,  as  tbe  appreciated 
exchange  rate  favored  foreign  prodwxn  and 
many  U.S.  iadiuirie*  appea2«d  to  have  difficul- 
dei  competing  with  European  and  Japanese 
manufactarers.  Imports  continued  to  grow 
itroQgly,  acceleratiag  to  9.4-perceat  annual 
growth  between  1980  and  1983. 

After  1985.  the  exchange  rate  of  the  UJS.  dol- 
lar relative  to  otber  cmreacie*  fell  quite  rapidly. 
The  depredaled  r^rh^n^  rate  naade  exporti  rela- 
tively cheaper  than  imports,  leading  to  lower 
prices  abroad  for  U^.  produced  goods.  At  tbe 
tame  time,  there  seemed  to  be  inntaiing  demand 
for  U.S.  prodDcts,  ootably  marbinrry.  and  ex- 
ports grew  more  rapidly.  Between  1986  and  1992, 
exports  roae  by  9.8  perceni  annoaBy,  whik  iisparti 
stowed  10  a  3.9-percenl  rale  cf  ftcwih.  By  1992. 
exports  aooouOed  for  an  1 1 .6-percent  diare  of  ODP, 
while  the  import  share  had  dsen  lo  12J  pereenL 

In  recent  years,  tbe  United  State*  has  enjoyed 
a  large  sorplua  in  the  trade  of  services  while  run- 
ning a  still  lai|e  but  imptfving  deficit  in  the  trade 
of  goods.  Goods  accounted  for  about  three- 
fourths  of  total  U.S.  exports  and  nnports  daring 
the  1970'a.  Exports  of  tervioe*.  however,  have 
become  iDcreaiingiy  important  during  tbe  past 
twodecades:  from  23  perccat  of  total  exports  in 
1970,  or  1.2  percent  of  (HJf,  tbey  rose  to  26  per- 
cent of  total  exports,  or  3.0  poncenl  of  aof  in 
1992.  The  tread  in  imparts  of  services  was  in  tbe 
opposite  directioa  Services  dedineti  iharpiy  as 
a  share  of  total  imports  between  1970  and  1992, 
from  28  perceot  to  16  peiceat.  while  tbnr  un- 
port  share  of  ODT  rcmaioed  about  2  percent  over 
tbe  tame  period.  The  substantial  increase  in  ex- 
ports of  services  ted  to  a  trade  smplot  in  ser- 
vices of  S54  billion  in  1992,  compared  with  i 
deficit  of  S18  btllioa  in  1970.  On  tbe  other  hand, 
tbe  merchandise  trade  deScit  rote  to  $86  billion 
from  $17  billion  over  the  1970-92  period. 

Industry-levtl  exports.  Otber  important  treads 
in  U.S.  foreign  trade  relatiooships  become  ap- 
parent (nly  at  tbe  industry  level  of  detail.  Twenty 
industries  accounted  for  47  percent  of  total  ex- 
ports in  1977.  (See  table  2.)  Of  these,  13  were  in 
tbe  goods-producing  sector  of  our  ecorxxny.  0th- 
en  iiKloded  wholesale  trade,  air  transportation, 
water  transpctation,  and  trucking  and  warehous- 


T^bta  2.    RmI  aaporta  of  gooda  and  aandc**,  top  20  Irtduatrlat, 
1»77, 1M0,  and  proiadad  to  2008 
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ing — those  service  sectors  that  bcilitate  the 
transfer  of  goods  between  pn>ducen  and  purchas- 
ers. Only  3  of  die  top  20  industries  were  true 
service-producing  industries — depository  insti- 
tutioos,  real  estate,  aod  security  nd  commodity 
brokers.  Tbe  aerocpace,  motor  vehicles,  agricul- 
tnral  products,  and  chemical  induttnes  accounted 
for  a  significant  proportioa  of  total  exports  in 
1977,  a  proportiaa  that  increased  noticeably  be- 
tween that  year  and  1990.' 

By  1990,  the  top  20  exporting  industries  ac- 
counted for  over  90  percent  of  Dotal  exports.  Al- 
though tbe  United  States  exports  goods  and  ser- 
vices across  a  broad  range  of  industries,  a  sig- 
nificant proportioa  cf  dxxe  exports  are  becoming 
iiKreasingly  coocentrated  m  a  relatively  small 
handful  of  iixlustrie*. 

A  slighdy  different  dptavacfa  Co  onderstanding 
exports  at  the  industry  loci  is  10  exanme  (hem  from 
tbe  point  of  view  of  (he  export  ihare  of  output' 
This  approach  allows  us  go  identify  Ebose  indus- 
tries most  affected  by  exports,  aod  to  analyze  bow 
their  export  share  of  output  compares  with  (he  over- 
all average  for  the  ectnocny  Exports  accounted  for 
3.8  percent  of  owpu  Oa  1987  dollars)  in  1977,  a 
share  that  rose  to  almost  6  percent  by  1990. 
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Foreign  Tradt  Alttmativu 

TU>le  3  pccMaii  (be  20  iaduitries  wiifa  tbe  l«i|- 
M)  ihare  of  out{wt  golof  io  expom.  Oetriy,  tl- 
ttwugh  expom  u  t  wbole  accounted  for  only  4 
10  6  pefcen  at  productioc  over  the  1977-90  pe- 
riod, expom  of  cbe*e  loduitriej  iccounted  for 
slgnlfktnt  sharet  of  tfadr  oatput  historically. 
Wllb  the  excepdoo  of  wtter  tnnjpoitatioa,  all 
of  these  Indiuliiei  are  in  the  manufacturinj  lec- 
tor and  ire  generally  clauifled  at  liigb-ttch." 
producing  highly  complex  producti  with  very 
cap<tal-ioieasive  prodoctJoo  tnethodologies  aod 
geoerally  hiving  higlter  rates  of  growth  in  labor 
prodoctivity.  Per  these  20  tatdujtries  at  a  groop, 
about  ooe- fifth  of  oulpal  wai  accouoted  for  by  ex- 
port] in  1977.  diiiag  Io  afanoA  30  peroest  by  1990. 

Indiutry-ie*d  Imports.  "nMiilag  to  impam,  it 
b  oo(  nrpdiing  10  lee  a  lomewhat  dUfacot  dory. 
In  1977, 20  indnttries  aocoontBd  for  X  perceal 
of  inpora.  (See  table  4.)  Of  these,  three— mo- 
t»  vehicles,  etude  pecrokon.  aod  petroleam  n- 
flnhig — accounted  for  ooe-diiid  of  total  Importa. 
While  isotor  vehicles  rose  tUgbtiy  in  share  ttrna 
bcnveeo  1977  aod  1990,  (he  CvopetroieQm  indDs- 
tdes— {Mtticaiady  cnide  petroleam— dr^jpped  Io 


Talile  3.    RmI  azporta  o4  gocda  and  ••rvlcM  ••  a  ahar«  of  output, 
lop  20  induatriM,  1977, 1»90,  and  pratactad  to  2000 
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afaarc  from  23  percent  to  1 1  percent,  over  the 
tame  period.  Unlike  exports,  which  are  becoov 
ing  morecoocentratedloahaodftilaflnduiiea, 
imports  we  becoodng  broader-based,  affcctlag  a 
wider  rioge  of  tndustiies. 

la  1977,  total  imports  of  goods  lad  services 
accounted  for  about  4  percent  of  total  topply 
(doioestlc  output  plus  imports),  rising  to  6  per- 
cent by  1990.  (See  tabic  J.)  In  1977,  Impod  peo- 
etratlofl  vrts  bigltest  in  hoosetKild  audio  tad 
video  equipcnenl;  fistiing,  hundng,  and  trapping; 
footwear,  aixl  erode  petroleum — Industrie*  with 
tratfitloaally  high  shares  of  demand  satisfied  by 
foreign  maoubcturerv  By  1990,  these  traditk»al 
in^xirt  ladnstriea  bad  been  joined  by  another 
groop  of  tectoa  whh  only  very  low  1977  fanport 
peaetntiaa  raiioa — faiduitdes  nek  m  triefbaae 
aod  tekcrapfa  apparatnt,  coafnten,  deetric 
Hghtfaig  aitd  wiling,  and  X -ray  ad  other  efedro- 
medical  apparatos.  b  short,  foreign  prodacen 
became  competitive  over  the  I980'i  in  many  is- 
dnstrles  ooi  formefty  considered  to  be  import- 
sensitive.  TUs  ddft  Imi  bees  eased  by  more  rapid 
iiwiTnatiftnai  technology  transfec 

Tbe  ^K>de^lt^■Krowtfc  prt^cdion 

Foreign  trade  detenninatkn  ii  faUerreltted  and 
highly  compiex.  As  exports  grow  mote  or  less 
rapidly,  efFecti  are  seen  in  other  categories  of 
domettlc  tpetkfing  as  domestic  incomes  increase 
at  varying  rates  of  growth,  lb  the  extent  that 
healthy  or  aiUog  apart  growth  affects  the  Fed- 
eral deficit  aod  bdlatiao  io  this  coimtiy  ( and  thus 
abroad),  the  exchange  tile  of  the  dollar  fikely 
will  shift.  Io  combinadoo  with  domestic  income 
changes,  this  shift  bi  tmn  affects  imports. 

Tbe  export  aod  import  ccmponeiia  used  in  die 
oxxlerale -growth  alternative  developed  for  the 
regular  set  of  bls  prt^ectioos  poblithed  ia  ttie 
November  1993  issoe  of  the  Review  are  bated 
oo  the  assomptioa  dist  tbe  recent  patters  of  im- 
provement b  the  VS.  trade  pocitioa  wiD  coo- 
dnoe.  Overall  exports  of  goodt  and  services  are 
projected  to  iiKaease  ai  an  average  annual  rate 
of  3.0  percetu  over  the  1 992-2005  period,  while 
imports  grow  by  4.1  percent  Both  exports  nd 
Imixxts  are  projected  to  increase  their  share  of 
OOP  by  significant  amounts  in  the  next  decade. 
By  2005,  tbe  net  trade  balance  on  goods  uxi  vex- 
vices  is  expected  to  attain  a  net  positive  level  of 
15 1  biUioo.  although  there  is  still  a  deficit  in 
mercbaodise  trade.' 

At  tbe  industry  level,  export  growth  in  dtese 
prqjecdoru  continues  to  be  coocentrated  in  a  rela- 
tively smaQ  group  of  industries.  Industries  in 
wtiich  exports  are  expected  to  account  for  dte 
largest  shares  of  output  are  also  those  with  higher 
capital-labor  ratioa  and  higher  projected  rate*  of 
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growth  in  labor  prodoctivicy.  (See  tablet  2  ind 
3.)  Import  demand  will  alto  cootiooe  receot 
treadi  become  broader-based  over  tiine,  u  im- 
ports become  more  protnioetit  in  many  domes- 
tic ouikeo.  (See  tables  4  and  }.) 

Special  foreign  trade  alternatives 

In  this  study,  (be  moderate-growth  alternative  is 
oied  as  a  baseline,  and  two  alternative  projec- 
tkMU  of  foreign  ttale  are  developed  to  examine 
a  high  and  a  low  volume  of  tnde.  The  higb-trade 
alternative  illustrates  a  world  with  (trooger  trade 
growth  and  higher  domestic  dwnand;  the  low- 
tTMie  alteniativc  iHustntes  poorer  ecooomie  per- 
formance abroad  and  a  weaker  domestic 
economy  wiifa  respect  to  cnde. 

AggregaU  assvnptiona.  Under  the  high-trade 
scenaiio,  real  exports  of  goods  and  services  are 
assumed  to  be  10  lo  13  percent  higher  in  total 
than  in  the  moderate-growth  prqjectioa  in  2003. 
This  is  combined  with  the  assumpdoo  that  im- 
ports are  likely  to  grow  is  tartdem  with  exports 
over  the  long  ran.  Only  export  aod  import  levels 
■re  dianged;  all  odwr  CEir  categotk*  are  assumed 
to  reaflm  oonstam,  so  diat  OOP  is  uoctiaofed  from 
the  level  far  die  moderate- growth  aileniative. 
This  approach  allows  OS  to  isolate  the  linci  and 
indirect  impacts  00  employment  of  foreign  trade 
rii%ngr*  (totn  the  total  iftductd  change*  in  em- 
ploymenL  (See  text  box.) 

In  lit*  in«nn>T  «  lnMr.fT»<V  jltmMfTVW  «tpiini>t 

that  real  exports  of  goods  and  services  decrease 
by  about  8  to  10  percent  from  the  moderate- 
growth  level  of  exports,  and  that  imports  arc 
lower  by  an  amount  equal  to  the  decrease  in  ex- 
pocta,  tending  toward  trade  balance  in  goods  and 
service*  over  the  long  ran,  although  there  is  still 
a  deficit  in  merchandise  trade.  Again,  no  cfaaages 
in  other  final  deoumd  categories  are  amimfd, 
and  cax>  equals  that  of  the  moderate-growth  pro- 
jectioo  in  2003: 

7005 


Low-      Modenut-      High- 
trad*         growth         trait 


aDP(billioas 
0^1987 
doDan) $6,629.  t     $6,629. 1     $6.629. 1 

Exports  of 

goods  tod 

services...  964.4  l.OM.4  1.239.9 
Imports  of 

goods  snd 

services....  913.4  1,037.4  1.188.9 
Net  exports  of 

goods  'nH 

services...  JI.O  Jl.O  JIO 


Table  4.    RmI  Importa  of  gooda  and  tarvlcaa,  top  20  induatrlet, 
1977, 1990,  and  pn>i«ct»d  to  200S 
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Industry  atsumptions.  Export!  and  imports  of 
goods  and  services  are  widely  distributed  across 
many  industries.  However,  altenutive  foreign 
trade  growth  paths  will  likely  have  a  greater  im- 
pact oo  some  industries  than  on  others.  For  in- 
stance, the  ad  vaoce  of  market  ecooomies  is  Third 
World  countries  and  in  formei  Republics  of  die 
Soviet  Unioo  and  Eastern  Bloc  countries  may 
significantly  increase  ibeir  demand  for  capital 
goods  such  as  computers  aiid  communications 
equipmeoL  In  this  analysts,  export-  and  impon- 
sensitive  industries  for  the  high-trade  scenario 
are  defined  as  those  accounting  for  a  larger  than 
proportional  share  of  the  assumed  changes  in 
trade  balance*.^ 

Industries  for  which  exports  are  projected  to 
reach  or  exceed  33  percent  of  output  in  2003  are 
deemed  export  sensitive.'  (See  table  3.)  Export- 
sensitive  industries  iiKlude  those  generally  con- 
sidered to  be  liigb-tech"  in  nature,  such  as  those 
manufacturing  computers,  electronic  compo- 
nents, and  aircraft,  and  those  assisting  in  the  de- 
velopment of  foreign  capital  e<)uipmeat,  such  as 
conununjcations  equipmenL  Technological  ad- 
vancement has  t)ec<»p»  a  worldwide  priority,  and 
the  U.S.  technological  lead  in  many  industries  is 
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•cksowledged  However,  other  Induttrlei  not 
osuaDy  tfaoothi  of  u  hlftHecfa.  soch  u  tobacco 
pnxtucQ  md  ten  md  girdco  machinery,  ilao 
trs  considered  expert  teiultiv«.  ladostriet  pco- 
ducing  tervices  for  biuioeis,  tucii  is  advutUliig 
«od  t^il  service*,  ire  ttsumed  lo  be  leatltivt 
to  trade  condltlooi,  because  tbey  are  needed  fcr 
the  eme/ylin  global  miAet  syuem. 

By  die  Mune  toktn,  the  InqMrt-aeftsitive  Indof- 
iriet  are  here  defined  u  tboae  projected  to  reach 
tn  Import  peaetnboD  rate  of  30  percent  or  more 
by  2003.  (See  tabte  5.)  Amoog  tbeae  hKtulrie*, 
MOM  ate  highly  labor-intensive  with  lower  rates 
of  growth  in  prodDctivity,  sach  as  footwear,  ^h 
parel,  abd  higgafe  and  handbags.  Olhen,  loch 
ai  temkoodDcton  and  related  itevkai,  oAeo  ■« 
not  cooiideRd  to  be  mifliioaal  inpon  lodDstrlM 
tfaemaelve*,  but  are  In  ISKt  Inapoit  seaiitive  be- 
cause tbey  apply  inpois  to  many  expoct-ienti- 
tlve  Lndnwrlrs.  soch  as  cocnpulera.  bmailrafting 
and  communicatlaai  equipment,  and  tfkphooe 
and  telegraph  ipptratns.  Tbe  toorist-related  in- 
dostries  ire  also  faicloded,  doe  m^nly  to  the  in- 
creases In  btemitkmal  bosloess  aad  toorism. 

b  ilie  low-trade  aceaario,  there  are  no  indns- 
try-spedflc  assomptlani  made  beyood  the  aggPB- 


Tables.    RaallmportaofgoodaandaarvtCMaaaatwraofoulpul, 
top  20  InduatrtM,  1977, 1990,  and  pro|ec«Ml  to  2000 
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1«.« 
2S.2 
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3X2 

32.8 
20.4 
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1X0 
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IS.4 

71% 

sxt 

87J 

aa.4 
4aj 

4a.4 

47.1 

4aj 

48.1 

StJ 

3«J 
3S.4 
32.S 
32J 

30.8 
30J 
2>J 

29.3 

19.1 

A«»«il  

Cnid*  pMraiMjnv  n«uK  ga,  wd  gM 

OWii<  ml  iffiTiiiianf  naotHnM 

Ttltphant  tnt  Mcgn^Mo  a^parMu* . . . . 

Elntrtc  Viftig  md  wtrtng  •qutpintia  . . . 

PtMOQnp^ric  tfyipffKnl  md  luppSM  . . . 
BttrtconXiOon  tno  rcKKd  dcvtCM  .... 

X-rair  md  ofm  tiKKntnmtetl  tpfmntiM 

'  ToM  M)P*>  i*  <Mrwd  u  donMdSo  du^  pkj(  knponi 

rL*x.  •  not  (luon^n  duMM. 

Sauce  HMiv1i:aldalLBurMuo(Eoon)raioAni«y*,U.a.C>«(itr1riwnlo(Cdnin«nK 

gate  rewhs  te  both  exports  and  Imports.  In  other 
words,  the  low-trade  alternative  does  not  explore 
any  pvtkalar  sentlttvtty  of  the  tndlvidDal  lodos- 
tries  to  the  tow  vohime  trade  conditiows.  AH  ia- 
dnstrks  sre  assamed  to  be  aiftcted  prnponlooally 
by  weaker  foreign  martets  and  the  weaiiBr  domes- 
tic purchasing  power  b>  the  low-trade  prpjectloo. 

Rtsulo.  lb  evalnate  ttie  Impacts  of  the  special 
tltematlves  on  employment,  tite  alternative  de- 
mand dstdbntion  1*  translated  Into  direct  and 
iniflrect  etn|)ioyn>eQt  reqairemeats  at  (he  iikdos- 
tty  and  onoipatlflnal  lonels,  by  ose  of  in  faipot- 
oatpot  lifak  C9cprated  In  leoats  cfeoapiuyiueut  t9- 
({ofacmentt  Mid  k  b>i,liiilty-oi  t  merino  matrix. 

K  i>  ctes  dui  a  tbe  in  exports  win  lacnase 
empioyiDeoi  In  (he  eoooooy  n  growing  demsd 
abroad  tnoslaiss  lotD  greater  dooDestic  ncouuc— 
tioa  lewis.  A  rise  in  imports,  oa  the  other  head, 
hnpties  a  decrease  in  emptoyment  (all  other 
things  eqoaO  as  leas  b  prodoeed  doatestkally 
sod  Bore  of  I  given  level  of  demand  is  tatisfled 
wtt  ibrelgn-prodnced  prodocts.  More  ten  ollter 
cateigotios  of  demand  speotflng  examined  la  the 
Bnreaa'i  analytical  system,  however  aelthar 
Imports  nor  exports  are  determined  in  a  vaoram. 
As  ftcton  affecting  exports  change,  otlter  Ck- 
ton  that  come  into  play  wbicfa  ttavein  Impact  on 
hopotts,  aod  vioe  wrsL  Over  tbe  long  ran,  il>e  ten- 
dency wfl  be  for  c9tporti  and  Imparts  to  et^tdlibnte, 
v^ddh  aoooQtti  fiv  be  iljacDce  of  cfaaDgea  assumed 
in  the  sltertHdve  net  Hade  flgmt  used  beA 

7b(<i/  cAoifcr  bi  tmplcyment.  Becaase  tlie 
trade  balaiK«  levd  Is  asinnw*!  to  be  ttie  tame  for 
an  three  alternatives  over  tiie  long  laa.  empioy- 
Bieat  eflects  M  the  iggiegite  levd  are  expected  lo 
balance  oat  except  la  the  case  of  relatiie  (fiffer- 
cnoes  Ib  ttie  pnjductlvity  of  tlie  respective  Indoa- 
taesfcatsrerffectedby  ^lfffl^ng^adB.Asa^d^falwri 
htMilB6^pertwngPiinempkymeBCirumtt>e20u5 
moderalB-grDwih  projectioa  ire  very  small — 
XXOOO  fewer  jobs  in  ttie  low-trade  tcenailo,  and  so 
Increase  of  16,000  in  ttie  high-trade  alternative. 

Wbfaia  o^jcr  Industry  sectors,  tbe  greatest  job 
Impact  b  fek  in  mannfanuring.  Accompaoytng  die 
expansiooc/ exports  aodreli^joboppominities 
in  industries  with  high  productivity  growth,  bcw- 
ever,  Is  so  even  hster  growth  of  hriparts  in  indus- 
tries that  support  relattvety  slower  growth  In  labor 
prodtctivity.  By  2003,  the  maau&ctudng  sector  as 
I  whole  is  projected  to  decrease  by  382,000  more 
jobs  in  tbe  high-trade  scenario  than  In  die  moder- 
ite-growtfa  projectioo.  EmploynKotln  tlK  low-trade 
tltenutive  is  expected  to  be  303,000  less  in  die 
manufiacturing  sector  by  2003,  compared  with  that 
in  liK  moderate-growth  projectkn. 

In  the  wholesale  and  retail  trade  sector — those 
Industries  that  (scilltate  the  process  of  "getting 
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Tabta  6.     EmpioynMnt  by  nM|or  Intftwtry  MCtof,  1977, 1992  aiul  proj«ct*d  to  2006 
(T1ieuMnd(0«)ol»| 

Mater  IndMtrr  MOlv 
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ItM 

MM                                 1 

low-ttad* 

Uoanmlm 
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S,SM 

•34 
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ajz7 
a^i 

1.1*7 

ni 
4jn2 

18.12a 

ir.on 

•64 

1«.«» 
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1i7» 

••3 

Z7.2M 

7.217 
»«67 

i(.a62 

147.482 

xsao 
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7.480 
lt.30i 
10.CM 
tJX 

4JM» 

1.131 
1.0M 
3U63 
•.736 
47.7»4 
22.017 

147.4«i 

SJ2S 

S7S 
7.40 
17.»« 
•.9« 

•.036 

4.8r 
1.139 
1.064 

33.123 
«.7»1 

47J90 

72.at\ 

147,4a« 

X32S 
6S0 

7.406 
I7.6I7 
(.•26 
7.7W 

4.737 
1.142 
1.07* 
32.6M 
•440 
4*.00S 
22.026 

tsr*m 

ConctnjcnoA 

MvulKkvtng 

^ilTUlUJJi  JlljlflJ 

<f«~%<rt 

SoMcc  >«M0(1cal  and  pratKlMXML  BwMU  ol  Latnr  SaMka. 

to  maifcet" — iacieaMS  or  decreases  in  foreign 
tnde  activity  generate  greater  or  lesser  indirect 
demand.  This  is  (be  case  also  in  the  services  sec- 
lac,  where  job  shifts  are  due  only  in  small  part  to 
direct  increases  or  decreases  in  foreign  trade  in 
service*.  As  productioa  levels  cliaage  in  the  pri- 
mary export  add  import  iodostriea,  demand  be- 
gins to  change  for  those  indostries  that  supply 
the  primary  sector,  thus  leading  to  secondary,  or 
ipdiiect.  effects  on  both  productioo  and  tbe  ea>- 
ploymeat  related  to  that  productkn. 

At  the  detailed  iodustiy  level,  the  itet  impacts 
on  empioymeot  vary  by  indostiy,  and  it  is  bete 
that  imports  and  exports  can  have  (heir  most  sig- 
nificant effects  CO  oac  ecooomy.  Tkble  7  presents 
tbe  iodnstries  with  the  largest  changes  in  employ- 
ment firom  the  modetate-growih  projection  un- 
der tbe  low-  and  higb-trade  scenarios.  Tbe  in- 
dostries most  affected  by  foreign  trade  ate  led  by 
wfaolesale  trade  aid  ^ipareL  In  (be  low-trade  sce- 
nario, whoksale  oade  exiiibici  ooosiderabty  slower 
job  growth— empioymeot  is  lower  by  1 10,000  jobs 
(ban  in  tbe  moderae-growth  alteriHtrve — while  in 
the  higb-tiade  scenario,  wfaolesale  tiade  is  projected 
10  be  higber  by  127,000  jobs.  An  increase  or  a  de- 
crease in  trade  activity  means  more  or  less  com- 
merce, thus  providing  greater  or  lesser  infirect  de- 
mand for  wtx>lesaleiv  Coover%ty,  the  apparel  in- 
dustry is  expected  to  deaease  by  84,000/<rHw  jobs 
in  the  low-tiade  alternative,  and  decrease  by 
1 1 1,000  more  jobs  in  the  higb-trade  altematrve, 
compared  widi  the  moderate-growth  scenario.  This 
indistry  has  fewer  jobs  under  the  higb-trade  sce- 
nario because  import  competitioo  rises  as  demand 
increases  for  foretgn-produced  products.  A  Dum- 
ber of  services  industries  such  as  colleges  and  uni- 
venities  and  l^al  services  also  are  iryliided  among 
tbe  industries  affected  by  foreign  trade. 


In  general,  the  high-trade  •Itenudve  has  a 
more  favorable  employment  impact  on  industries 
that  depend  gieatly  00  the  vohaae  of  overall  trade 
activity,  such  as  air  transportatian,  water  trans- 
portatioo.  and  wfaolesale  and  retail  trade.  As  dis- 
cussed earlier,  diis  is  primarily  due  to  the  indi- 
rect effects  of  increasing  demand  in  tbe  foreign 
trade  irea.  Also,  the  "high-tech"  iodoscries.  such 
as  aircraft  and  aircraft  and  missile  parrs  and 
equipment  appear  to  affect  emptoymeni  posi- 
tively in  tbe  high-trade  projectioo  because  of  the 
U^.  competitiv«  advantage.  Cooversely,  tradi- 
tional  impart-related  indostries.  tuch  as  apparel 
fcxjtwear,  and  luggage,  are  affected  most  because 
of  tbe  increases  in  import  compedtioa 

As  can  be  seeo  from  table  7,  the  industries  with 
the  largest  employmenl  inipacts  in  tbe  high-trade 
altanative  are  also  those  won  affected  in  the  low- 
trade  alterDative.  However,  the  effects  are  in  the 
opposite  direction.  Over  half  of  tbe  industries 
d>ow  either  do  effects  or  very  small  employment 
differences  in  the  special  trade  alternatives.  Not 
surprisingly,  these  include  many  iitdustries  not 
iK>rmaUy  associated  with  foreign  trade.  It  is  more 
important  to  note  thai  iDdustnes  with  both  high 
exports  and  high  imports  also  are  included  in  the 
list  of  industries  with  little  change.  When  exports 
and  imports  nwve  in  tandem,  employment  ef- 
fects of  export  growth  often  are  offset  by  effects 
of  import  growth.  Table  S  illustrates  this  point 
for  a  select  list  of  industries. 

Occupational  impaca.  Every  major  occupatiooal 
group  is  projected  to  be  affected  by  trade  changes, 
but  only  modesdy.  The  differences  in  projected 
occupational  employnteot  changes  among  the  al- 
ternatives are  caused  only  by  differences  in  pro- 
jected levels  of  industry  employment.  In  die  low- 
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TM97.    EmployiTMnt by MiMtad Industry,  1077,1992 MM! pro|Mt*d to 2006 with >«v«lettan9M 
tTheui«nd»o>)ot»|  
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trade  projectioo,  most  occupational  groups  end  up 
with  toner  employmuK  levels  than  io  the  moder- 
ite-growth  scenario,  while  (he  high-trade  alterna- 
tive leads  to  higher  employment  levels. 

Among  detailed  occupadcos,  the  largest  ef- 
fects lie  expected  among  those  occupatioos  with 
very  large  number  of  worken,  such  as  general 
ounagen  and  top  executives,  salespersons,  truck- 
driven,  sewiag-cnachloe  openton,  ai>d  blue-col- 
lar worker  supervisors.  However,  the  majority  of 
occopadoos  show  marginal  differences  among 
the  three  altenutive  projectioos. 

Sominary 

The  analyses  of  the  effects  of  foreign  trade  on 
eo^iloyineot  are  oompUcaied  by  the  intetielatiao- 
(hipa  of  enpOTt  and  import  determinatiotL  Re- 
wits  of  the  two  abemative  trade  models  described 
above  differ  by  only  46,000  )obs  io  loog-tenn 
employment  growth  projected  for  the  ecoixxny. 
The  implicatioa  seems  to  be  that  exports  and 


Tabl«  8.     Indualrtaa  showing  littla  amploymant  change  amon; 
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imports  moving  io  taodem  are  not  important  with 
regard  to  their  effects  oo  aggregate  employmeoL 
However,  the  impacts  on  employment  changes 
vary  by  industry.  1 
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THE  ECONOMICS  OF  EXPORT  PROMOTION 


SUMMARY 

There  has  been  coiuiderable  debate  among  U^.  policymaken  in  recent 
years  over  the  'effectivenesa*  of  Government  trade  programs  in  boosting  U.S. 
exports.  Proposals  for  reforming  the  Federal  export  promotion  regime  may  be 
considered  by  Congress  and  the  Administration  in  the  near  fiiture.  The 
economic  effects  of  export  promotion  programs  on  US.  trade  and  the  economy 
are  likely  be  an  important  consideration  in  the  debate  over  whether  or  how  to 
best  restructure  US.  trade  programs. 

Traditional  economic  theory  holds  that  the  free  market  system  (and  free 
trade)  provides  the  most  efficient  allocation  of  goods  and  services  in  the 
economy,  based  on  supply  and  demand  forces.  However,  market  failures  may 
occur  which  m^  prevent  the  market  from  operating  at  its  moat  efficient  level. 
In  such  cases,  some  form  of  government  intervention  may  be  justified.  The 
existence  of  imperfect  market  information,  spillovers,  and  imperfect  competition 
are  often  cited  as  justifications  for  using  export  promotion  programs.  However, 
disagreement  often  ariaes  over  whether  a  market  failure  has  in  fact  occurred, 
and  whether  government  trade  programs  can  produce  net  benefits  for  the 
economy  as  a  whole. 

In  the  long-run,  trade  promotion  programs  will  likely  have  little  effect  on 
the  US.  trade  deficit;  this  is  a  function  of  macroeconomic  forces  rather  than 
trade  poUcy.  Export  promotion  policies  may  affect  the  composition  of  exports 
or,  in  some  cases,  lead  to  an  increase  in  total  trade  (imports  and  exports). 

The  export  promotion  programs  of  other  countries  (such  as  direct  export 
subsidies)  are  likely  to  have  little  effect  on  the  overall  level  of  U.S.  exports, 
although  certain  foreign  government  export  policies  may  have  banned  certain 
U.S.  industries.  Countries  which  use  export  subsidies  may  end  up  decreasing 
the  value  of  their  exports  and  thereby  reducing  the  level  of  imports  which  can 
be  obtained. 

U.S.  (kivemment  studies  on  foreign  trade  promotion  programs  provide 
examples  of  different  approaches  various  foreign  governments  use  to  assist 
exporters.  However,  such  studies  fail  to  show  a  clear  relationship  between  a 
nation's  export  promotion  efforts  and  its  composition  and  level  of  exports.  Thus 
it  is  unclear  whether  the  United  States  should  attempt  to  replicate  the  trade 
programs  of  other  nations. 

The  existence  of  several,  often  conflicting,  rationales  in  the  United  States 
for  promoting  exports,  makes  it  difficult  to  determine  what  types  of  reforms 
could  be  made  by  the  U.S.  CJovernment  to  improve  the  current  export  promotion 
trade  regime.  Such  judgements  require  a  consensus  on  what  rationale(s)  should 
be  used  to  justify  the  use  of  export  promotion  programs,  and  what  priorities  and 
goals  such  programs  should  have.  In  addition,  consideration  must  be  given  to 
both  the  overall  costs  of  trade  promotion  programs  as  well  as  their  benefits  to 
enaure  that  trade  promotion  programs  produce  net  gains  for  the  U.S.  economy. 
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There  has  been  conBiderable  debate  among  UJ5.  policymakera  in  recent 
yean  over  the  'effectivenew"  of  Federal  Government  trade  programs  in  boosting 
U^.  exports.  This  debate  appears  to  have  been  sparked  by  several  factors, 
including  the  large  and  continuing  U.S.  trade  deficits;  concern  over  the 
international  competitiveness  of  certain  U.S.  industries;  recent  Government 
studies  which  purport  to  show  the  absence  of  clear  national  priorities  in  the 
funding,  delivery,  and  coordination  of  export  promotion  services  among  Federal 
agencies;  perceptions  among  tome  poliQmaakers  that  current  Federal  export 
promotion  programs  do  not  adequately  meet  the  needs  of  small  and  medium- 
sized  exporters;  and  concern  that  other  miyor  industrialized  countries  allocate 
significantly  larger  levels  of  resources  for  export  promotion  than  the  United 
States  -  to  the  detriment  of  U.S.  exporters. 

Congress  attempted  to  address  some  of  the  perceived  shortfalls  in  the  VS. 
export  promotion  regime  throuf^  the  enactment  of  the  Export  Enhancement 
Act  of  1992  (PX.  102-429).  The  Act  gives  statutory  authority  to  the  Trade 
Promotion  Coordinating  Committee  (TPCC),  headed  by  the  Department  of 
Commerce,  to  coordinate  trade  promotion  activities  among  several  Federal  trade 
agencies.*  In  addition,  the  TPCC  is  directed  to  develop  a  Government- wide 
strategic  plan  for  trade  promotion  which  establishes  priorities  for  Federal  trade 
activities  and  a  rationale  for  trade  programs.  Finally,  the  TPCC  is  directed  to 
propose  to  the  Pr«isident  an  annual  unified  budget  proposal  on  trade  promotion 
activities  within  the  Federal  Government  which  allocates  resources  according  to 
the  TPCC's  strategic  plan. 

The  economic  effects  of  export  promotion  programs  on  the  level  and 
composition  of  U.S.  trade  and  U.S.  living  standards  are  likely  to  be  important 
considerations  in  the  TPCC's  development  of  a  strategic  plan,  as  well  as  for 
congressional  proposals  to  make  other  reforms  to  the  current  Federal  export 
promotion  regime.  This  report  examines  the  issue  of  export  promotion  within 
a  simplified  theoretical  economic  fi>amework,  providing  contrasting  views  on  the 
economic  merits  of  such  programs.  In  this  context,  several  questions  are 
addressed.  What  economic  arguments  are  there  for  and  against  the  use  of 
government  programs  to  promote  certain  exports?  What  effect  do  such 
programs  have  on  the  US.  balance  of  trade?  Do  the  export  promotion  policies 
of  other  countries  affect  U.S.  trade?  Should  the  United  States  attempt  to 
replicate  certain  export  promotion  programs  of  other  countries  or  adopt  other 
reforms? 


'The  TPCC  was  initially  established  in  1990  by  executive  order  to  improve 
coordination  of  export  promotion  services  and  financing  among  Federal  agencies. 
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ECONOMIC  ARGUMENTS  FOR  AND  AGAINST  EXPORT 
PROMOTION  PROGRAMS 

Mainstream  economic  theory  holds  that  free  market  forces  provide  the  most 
efficient  allocation  of  goods  8ind  services,  based  on  supply  and  demand. 
However,  market  failures  may  occur  which  prevent  the  market  from  operating 
at  its  "optimal"  or  most  efficient  level,  causing  the  market  to  either  overallocate 
or  underallocate  resources  to  various  economic  activities.  This  leads  to  economic 
waste.  Thus,  in  order  to  remove  such  market  failures  and  promote  greater 
economic  efficiency,  some  form  of  government  intervention  may  be  wsureinted.^ 
The  existence  of  imperfect  information  in  the  market,  spillovers,  and  imperfect 
competition  are  examples  of  market  failures  that  are  often  cited  as  justifying 
government  export  promotion  programs,  the  presumption  being  that  either  the 
composition  or  level  of  US.  exports  is  below  that  which  would  maximize  U.S. 
living  standards. 

From  an  economic  perspective,  much  of  the  debate  over  export  promotion 
essentially  involves  whether  some  market  failure  has  actually  occurred,  and 
whether  government  intervention  can  produce  net  benefits  for  the  economy  as 
a  whole.  Supporters  of  export  promotion  programs  assume  that  market  failures 
have  occurred  which  have  led  to  significant  misallocation  of  resources  in  the 
economy.  Elxport  promotion  programs  are  seen  as  a  corrective  tool  to  ensure 
that  resources  are  directed  to  their  most  efficient  use.  In  effect,  such  assistance 
is  intended  to  foster  the  allocation  of  resources  that  presumably  would  occur  if 
ideal  market  conditions  (such  as  perfect  information)  existed.  It  is  argued  that 
export  promotion  poUcies  can  substantially  boost  exports,  improve  national 
living  standards,  and  (during  periods  of  less  than  full  emplojonent)  increase 
output  and  employment. 

Opponents  of  export  promotion  programs  dispute  that  significant  market 
failures  have  occurred,  and  warn  that  government  intervention  may  interfere 
with  the  efficient  operation  of  the  market  Such  critics  argue  that  trade 
promotion  {xjlicies  are  little  more  than  distortive  subsidies  which  favor  some 
firms  over  others,  reduce  efficiency  within  the  economy,  result  in  terms  of  trade 
losses,  and  diminish  national  living  standards.'  In  addition,  while  critics 
concede  that  trade  promotion  programs  may  help  boost  employment  and 
production  during  periods  of  less  than  full  employment,  they  question  why 
exporting  firms  should  be  favored  for  assistance  over  other  VS.  firms.  Many 
argue,  that  monetary  and  fiscal  p>olicies  aimed  at  stimulating  domestic  demand, 
may  provide  a  more  effective  means  of  stimulating  the  economy. 


'Note,  the  government  intervenes  in  the  economy  for  a  variety  of  social  and 
political  reasons  as  well. 

'Technically,  any  form  of  government  assistance  to  exporters  constitutes  a 
"subsidy,"  although  some  types  of  subsidies  are  more  direct  than  others  (i.e.,  they 
go  directly  towards  facilitating  exports).  Some  examples  of  "direct"  export 
subsidies  include  direct  payments;  tax  rebates;  below-market  interest  rate  loans; 
and  export  guarantees,  credits,  and  insurance. 
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IMPERFECT  INFORMATION 

Supporters  of  government  export  promotion  programs  contend  that 
imperfect  information  (such  as  a  lack  of  awareness  of  export  opportunities, 
information  on  how  to  export,  or  availability  of  export  financing),  has  caused 
U.S.  firms  (especially  small  and  medium-sized  firms)  to  export  below  their 
efficient  level.  An  important  assumption  behind  this  argument  is  that  U.S. 
firms  would  seek  to  boost  their  level  of  exports  if  they  had  better  information 
on  export  markets,  and  that  overseas  demand  for  U.S.  exports  would  increase 
if  foreign  buyers  were  made  better  aware  of  U5.  products. 

It  is  further  assumed  that  imperfect  information  has  prevented  firms  from 
becoming  more  active  in  providing  export  services  or  has  caused  the  costs  for 
such  services  to  be  prohibitively  high.  For  example,  it  is  contended  that  small 
and  medium-sized  exporting  firms  oflen  have  difficulty  obtaining  export 
financing  (such  as  loans,  insurance,  and  guarantees),  or  must  pay  "high  costs' 
for  such  services,  due  to  the  perceived  "high  risks*  of  exporting  by  banks  and 
other  financial  institutions.  This  implies  that  if  better  information  about  the 
actual  risks  (and  potential  benefits)  of  providing  export  financing  existed  in  the 
market,  more  banks  would  be  involved  in  providing  such  financing,  and  the 
charges  for  such  services  to  exporters  would  be  substantially  smaller. 

Another  contention  for  government  involvement  in  promoting  exports  is  the 
belief  is  that  the  government  may  be  the  most  efficient  institution  for  collecting, 
evaluating,  and  disseminating  information  to  fimis  on  changing  foreign  market 
trends,  new  trade  opportunities,  and  guidelines  on  bow  to  export  The  resources 
available  to  the  Federal  Crovemment  allow  it  to  ecyoy  certain  economies  of  scale 
in  the  collection  and  dissemination  of  trade  information.  Private-sector  firms, 
especially  small  and  medium-sized  firms,  may  not  have  the  resources  to  obtain 
such  information  on  their  own.  In  addition,  the  information  provided  by  the 
Government  may  help  firms  respond  more  efficiently  to  changes  in  the  market, 
such  as  increased  overseas  demand  for  various  commodities  produced  by  US. 
firms. 

Opponents  of  government  export  promotion  programs  argue  that  market 
distortions  caused  by  imperfect  information  are  minimal  and  do  net  warrant 
government  intervention.  They  contend  that  U.S.  firms  are  generally  producing 
for  export  the  level  of  goods  and  services  demanded  in  the  international  market 
as  determined  by  supply  and  demand  conditions,  access  to  world  markets,  and 
macroeconomic  forces  (principally  exchange  rates).  As  a  result,  it  is  argued  that 
export  promotion  programs  will  have  little  effect  on  the  ability  of  firms  to  sell 
products  overseas. 

Opponents  of  trade  promotion  programs  further  argue  that  the  availability 
and  prices  of  export  services  (including  financing)  simply  reflects  supply  and 
demand  for  such  services  in  the  market,  and  thus  contend  that  there  is  no 
"shortage"  of  export  financing  or  services.  If  prices  charged  by  firms  providing 
export  services  were  "unusually  high"  or  offered  returns  that  were  greater  than 
other  types  of  services  in  the  economy,  then  other  firms  would  attempt  to  enter 
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the  export  services  market,  hence  driving  down  prices.  In  fact,  opponents  argue 
the  existence  of  some  government  trade  promotion  programs  impedes  greater 
involvement  by  private-sector  firms  in  the  provision  of  export  services.  Since 
government  export  assistance  is  often  provided  to  exporters  at  little  or  no 
charge,  they  lower  the  demand  (and  prices)  of  export  promotion  services  in  the 
private  sector,  and  hence  discourage  greater  private-sector  involvement  in  export 


SPILLOVERS  AND  INDUSTRIAL  POUCY 

Another  possible  justification  for  government  involvement  in  promoting 
exports  involves  the  belief  that  certain  products  or  technologies  may  have 
significant  spillover  effects  on  other  parts  of  the  economy.  Such  spillovers  could 
include  the  development  and  diffusion  of  new  technology  throughout  the 
economy,  an  improvement  in  a  nation's  terms  of  trade,  growth  in  other  related 
industries,  an  increase  in  productivity,  and  the  creation  of  high-paying  jobs. 
Government  intervention,  such  as  export  promotion,  to  ensure  the  development 
and  growth  of  such  industries  is  often  referred  to  as  an  'industrial  policy.*  Such 
a  fwlicy  would  be  more  concerned  with  boosting  exports  of  certain  products  than 
increasing  the  overall  level  of  exports. 

Proponents  of  industrial  p>olicy  argue  that,  in  some  instances,  firms  may  fail 
to  produce  the  desired  level  of  'critical  products,*  absent  government 
involvement,  because  the  value  of  such  products  to  society  may  not  be 
adequately  reflected  in  the  market,  and  hence  may  not  be  fully  recovered  by  the 
developing  fii-m.  For  example,  firms  will  generally  be  motivated  into  developing 
new  technology  only  if  it  is  perceived  that  it  will  boost  company  profits.  The 
benefits  such  technology  has  on  the  economy  aa  a  whole,  however,  may  not  be 
reflected  in  the  prices  of  such  products  in  the  market.  That  is,  firms  will  be 
unable  to  obtain  through  the  market  system  (prices)  the  benefits  such  products 
provide  through  spillovers  to  other  sectors  of  the  economy.  This  implies  that 
the  benefits  (value)  such  products  provide  to  the  economy  as  a  whole  may  far 
outweigh  the  benefits  which  can  be  obtained  by  the  producer  (through  prices) 
of  such  products  (hence  the  market  failure).  As  a  result,  firms  may  be  less  likely 
to  develop  and  market  such  products  or  technology. 

This  market  failure  may  be  especially  true  in  cases  where  the  development 
of  high  technology  products  requires  substantial  investment  in  research  and 
development  (R&D).  Firms  may  be  concerned  that  such  investments  may  not 
be  fully  recovered  after  the  product  is  marketed  because  other  firms  may  be  able 
to  acquire  the  results  of  the  R&D  at  little  or  no  cost.  In  addition,  firms  may  be 
concerned  over  the  *uncertainties*  of  being  able  to  recoup  potentially  large 
expenditures  for  the  development  of  new  products  through  future  sales. 
Cfovemment  intervention  is  intended  to  help  firms  capture  a  larger  share  of  the 


#0 

CRS-5 


benefits  resulting  from  spillover  effects  to  ensure  the  development  of  'critical' 
or  "key"  products  and  technologies/ 

Under  an  industrial  policy,  government  export  promotion  programs  would 
be  used  to  help  'critical*  or  *key'  industries,  mainly  high-tech,  expand  into 
overseas  markets.  An  important  assumption  behind  this  theory  is  that  the 
resulting  foreign  demand  for  such  products  would  enable  the  key  industries  to 
increase  production,  leading  to  greater  economies  of  scale  and  other  efficiency 
gains  obtained  from  'learning  by  doing*  and  specialization.  These  ^ns  would 
enable  firms  to  achieve  lower  production  costs  and  could  lead  to  the  development 
of 'important"  new  products  and  innovations.  The  development  of  such  products 
and  innovations  would  enable  other  sectors  of  the  economy  (through  spillover 
effects)  to  realize  significant  efficiency  gains  as  well.  It  is  assumed  that  the 
economic  growth  generated  from  these  efficiency  gains  would  be  greater  than 
the  amount  of  government  aidwidy  uaed  to  support  the  key  industries,  thus 
resulting  in  net  benefits  to  the  economy. 

Another  justification  for  using  export  promotion  as  an  industrial  policy  is 
the  contention  that  other  nations,  such  as  Japan,  are  currently  applying  such 
policies  in  order  to  overtake  the  United  States  as  the  leader  in  various  hi^ 
technology  industries.  It  is  feared  that  the  loss  of  such  critical  industries  by  the 
United  States  could  seriously  undermine  VS.  living  standards  in  the  future. 
Hence,  it  is  argued  that  the  United  Spates  should  use  trade  promotion  policies 
to  counter  the  effects  of  industrial  policies  utilized  by  other  countries,  or  as  a 
policy  tool  to  induce  other  nations  to  end  such  practices. 


IMPERFECT  COMPETITION  AND  STRATEGIC  TRADE  POUCY 

Closely  related  to  ihe  concept  of  industrial  policy  is  the  theory  of  'strategic 
trade  policy,'  which  holds  that,  under  certain  circumstances,  government  can 
help  influence  which  products  a  nation's  firms  will  develop  a  comparative 
advantage  and  hence  can  affect  a  nation's  composition,  (tattems,  and  terms  of 
trade.  A  strategic  trade  policy  assumes  that  government  intervention  (such  as 
export  promotion)  can  increase  world  market  shares  for  certain  industries 
(mainly  high-tech),  by  inducing  foreign  firms  to  reduce  output,  withdraw  fix>m 
the  market,  or  refrain  from  entering  the  market.  As  a  result,  domestic  firms 
would  be  able  to  obtain  lugfaer  than  normal  returns'  to  production  (or  rents), 
the  sum  of  which  would  be  greater  than  the  level  of  subsidies  provided  to 
targeted  firms.*  If  successful,  a  strategic  trade  policy  would  essentially  improve 
a  nation's  terms  of  trade  by  increasing  the  value  of  its  exports  and  thereby 
increasing  the  level  of  imports  it  can  obtain  through  trade. 


*A  "key'  or  'critical'  product  is  one  that  is  considered  important  or  vital  to 
the  economic  development  of  the  Nation. 

*The  terms  "rents'  and  "higher  than  normal  returns"  essentially  mean  the 
amount  of  profits  firms  in  a  noncompetitive  environment  would  be  able  to  earn 
above  the  rate  of  return  earned  by  firms  in  a  completely  competitive  market. 
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Theoretically,  in  order  for  a  strategic  trade  policy  to  be  successful,  several 
assumptions  must  generally  prove  valid. 

•  The  government  is  in  the  best  position  (as  opposed  to  free  market 
forces)  to  identify  "strategic  industries'  and  can  effectively  implement 
policies  (such  as  subsidies,  trade  promotion,  etc.)  for  their  development 
and  growth. 

•  Imperfect  competition  exists  within  the  international  market  in  which 
there  are  only  a  few  producers,  due  to  high  barriers  to  entry.*  Hence 
firms  which  are  able  to  gain  early  market  entry  will  be  able  to  obtain 
higher  than  normal  returns  (rents). 

•  Firms  within  this  market  have  the  ability  to  affect  prices,  and  are 
strongly  influenced  by  the  actioDB  of  their  competitors.  A»  a  result, 
government  assistance  (export  promotion)  to  domestic  firms  will 
induce  foreign  firms  to  exit  the  market  (due  to  a  realization  that  they 
would  be  unable  to  compete  against  firms  which  have  government 
backing)  or  will  cause  them  to  minimize  their  level  of  production  and 
market  share.^  As  a  result,  domestic  firms  are  able  to  gain  a  larger 
share  of  high  rents  that  exist  in  the  market  due  to  imperfect 
competition. 

•  Other  foreign  governmenta  will  not  attempt  provide  similar  assistance 
to  their  firms  or  will  not  retaliate  against  such  policies. 

•  The  returns  to  the  economy  realized  by  such  a  policy  will  be  greater 
than  their  costs. 

Strategic  policy  differs  somewhat  from  industrial  policy  in  that  a  strategic 
policy  is  essentially  a  'predatory*  practice  which  is  based  on  the  presumption 
that  a  nation's  welfare  can  be  improved  at  the  expense  of  another's,  while  an 
industrial  policy  does  not  necessarily  seek  to  improve  national  welfare  at  the 
expense  of  other  nations.  In  addition,  while  an  industrial  policy  attempts  to 
'rectify*  market  failures,  a  strategic  trade  policy  seeks  to  take  advantage  of 
them. 


*This  assumes  that  imperfect  competition  exists  due  to  economies  of  scale 
and  steep  learning  curves  that  enable  firms  to  continue  to  lower  costs  as 
production  increases. 

^Government  subsidies  to  domestic  Arms  lowers  their  costs  and  allows  them 
to  expand  production  and  gain  a  larger  market  share  at  the  expense  of  foreign 
comf>etitors. 
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A  CRITIQUE  OF  INDUSTRIAL  AND  STRATEGIC  TRADE  POUCIES 

While  opponents  of  strategic  trade  and  industrial  policies  concede  the 
ability  of  government,  under  certain  circumstances,  to  influence  the  growth  and 
development  of  individual  industries,  they  question  whether  the  benefits  of  such 
policies  to  targeted  firms  will  exceed  their  costs  to  society.  Many  also  question 
the  ability  of  the  state,  rather  than  market  forces,  to  provide  the  most  efficient 
allocation  and  utilization  of  scarce  economic  resources.  For  example,  many 
economists  argue  that,  while  such  policies  may  assist  certain  industries,  they 
may  harm  the  economy  as  a  whole  by  causing  resources  to  be  drained  away  from 
other  important  industries,  making  them  less  productive  and  competitive.  In 
addition,  the  government  could  be  wrong  in  its  choice  of  strategic  or  key 
industries;  they  may  prove  inefficient,  incapable  of  competing  internationally, 
or  may  Cail  to  {vovide  the  anticipated  returns  to  the  econooqr.  A  related  concern 
is  that  political  pressures,  rather  than  economic  considerations,  oould  play  a 
significant  role  in  choosing  and  supporting  industries,  hence  leading  to 
government  support  of  inefficient  firms. 

Finally,  many  economists  warn  the  use  of  government  assistance  by  nations 
to  promote  strategic  or  key  industries  could  undermine  international  support  for 
free  trade.  In  the  long-run,  this  trend  could  lead  to  subsidy  wars  among  nations, 
resiilting  in  greater  economic  distortions,  a  reduction  in  international  trade,  and 
declining  world  living  standards.* 


THE  EFFECT  OF  EXPORT  PROMOTION  ON  A  NATION'S  BALANCE 

OF  TRADE 

A  frequent  justification  by  supporters  of  Federal  trade  promotion  programs 
is  that  such  policies  will  boost  exports  and  thereby  ""^  reduce  the  U.S.  trade 
deficit.  The  size  and  direction  (increase)  of  the  U.S.  trade  deficit  is  often  cited 
by  supporters  of  trade  promotion  as  justifying  expanding  resources  for  such 
programs.  However,  this  view  does  not  correspond  with  traditional  economic 
doctrine.  In  theory,  export  promotion  programs  could,  in  the  short-run,  boost 
a  nation's  exports,  causing  the  trade  deficit  to  shrink.  However,  in  the  long-run, 
such  programs  are  unlikely  to  have  a  significant  effect  on  a  nation's  balance  of 
trade. 

Economists  generally  attribute  the  U.S.  trade  deficit  to  macroeconomic 
causes,  mainly  the  shortfall  in  U.S.  savings  relative  to  domestic  investment 
spending.  The  large  budget  deficits  that  have  been  incurred  by  the  Federal 
Government  beginning  in  the  19808,  coupled  with  a  declining  private  savinp 
rate,  have  led  to  a  shortfall  of  savings  necessary  to  fund  U.S.  investment  needs. 
As  a  result,  the  United  States  has  boosted  its  borrowing  of  savings  from  other 
countries,  such  as  Japan.  This  has  occurred  mainly  throu^  foreign  purchases 
of  U.S.  Government  securities  and  other  investments  in  the  United  States. 


'Hufbauer,  Gary  Clyde  and  Erb,  Joanna  Shelton.  Subsidies  In  International 
Trade.  Institute  For  International  Economics,  1984,  p.8. 
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Foreign  demand  for  VS.  dollars  (needed  to  purchase  such  investments)  caused 
the  dollar  to  appreciate  against  foreign  currencies,  raising  the  price  of  U.S. 
exports,  while  decreasing  prices  for  imports.  While  the  dollar  has  depreciated 
in  recent  years,  improving  the  U.S.  trade  balance,  it  is  unlikely  that  the  United 
States  will  be  able  to  significantly  reduce  its  trade  deficit  without  changing  its 
long-term  savings  and  investment  patterns.* 

What  would  happen  if  the  United  States  significantly  boosted  spending  for 
promoting  certain  exports  through  export  subsidies  or  other  programs  which 
reduced  exporter  costs?  Reducing  such  costs  would  enable  certain  exporters  to 
lower  their  prices  on  exports,  resulting  in  increased  foreign  demand  for  such 
products,  and  hence  boosting  overall  U.S.  exports  in  the  short-run.  However, 
in  the  long-run,  the  increased  demand  for  U.S.  exports  would  increase  foreign 
demand  for  U.S.  dollars,  pushing  up  the  dollar's  exchange  rate.'"  This  would 
raise  the  price  of  many  U5.  exports  overseas,  resulting  in  a  drop  in  foreign 
demand  for  such  products."  Ilie  end  result  of  export  promotion  programs  is 
likely  to  shift  foreign  demand  to  exports  supported  by  export  promotion 
programs,  but  away  from  other  U.S.  exports  not  receiving  such  support, 
resulting  in  little  or  no  change  in  the  balance  of  trade.''  Thus,  under  this 
scenar.0,  export  promotion  programs  in  the  long-run  are  more  likely  to  have  an 
effect  on  the  composition  of  exports  rather  than  the  net  value  of  exports. 

Assume  that  the  Federal  Government  were  able  to  boost  export  promotion 
services  without  having  to  increase  Government  spending  or  the  Federal  budget 
deficit  (e.g.,  through  reorganization  of  trade  functions  and  better  coordination 
of  services).  And  further  assume  that  such  programs  rectified  certain  market 
failures  that  prevented  various  U.S.  firms  fixtm  achieving  their  'export 
potential.' '^  What  would  be  the  effect  on  the  U.S.  trade  balance? 


The  U.S.  trade  deficit  rose  fi-om  $27.5  billion  in  1982  to  $152.1  billion  in 
1987.  It  fell  between  1988  and  1991,  from  $118.5  billion  (1988)  to  $65.4  billion 
(1991).  The  trade  deficit  increased  to  $84.3  billion  in  1992  and  is  projected  by 
many  analysts  to  rise  in  1993. 

"^Likewise,  an  increase  in  Federal  spending  to  pay  for  such  programs  would 
likely  be  financed  through  (jovemment  borrowing,  which  could  boost  U.S. 
interest  rates,  and  cause  the  dollar  to  appreciate. 

"The  effects  of  sm  appreciating  dollar  on  certain  exports  will  depend  on  the 
elasticity  of  both  supply  and  demand  for  such  products. 

'^n  addition,  trade  promotion  programs  could  draw  resources  away  from 
import-competing  firms.  This  would  likely  make  such  firms  less  efficient  and 
make  their  products  more  expensive. 

'This  scenario  suggests  that  certain  market  failures  are  acting  as  internal 
trade  barriers  to  U.S.  exports. 
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Under  such  assumptions,  U.S.  Government  trade  programs  could  result  in 
increased  foreign  demand  for  certain  VS.  exports,  assuming  there  is  an  overseas 
market  demand  for  such  products  that  is  not  being  met  due  to  market 
failures.'^  To  meet  thdt  demand,  U.S.  exporters  would  seek  to  boost 
production,  drawing  resources  aw^  Ax>m  other,  prttumably  Use  efficient,  sectors 
of  the  economy.  The  increase  in  production  by  export  firms  could  allow  them 
to  increase  specialization,  decreasing  per  unit  costs  (due  to  economies  of  scales), 
and  possibly  leading  to  greater  economic  efGciency  within  the  economy." 
Lower  costs  would  enable  exporters  to  reduce  prices,  thus  boosting  foreign 
demand  for  certain  U.S.  products. 

The  increaae  in  foreign  demand  for  U^.  exports  couJd  cause  the  dollar  to 
appreciate,  which  would  cause  VS.  purchases  of  foreign  imports  to  rise.  An 
appreciating  dollar  would  also  cause  prices  of  some  axports  to  rise.  However, 
efficiency  gains  would  enable  firms  to  still  boost  exports,  despite  the  change  in 
exchange  rates.  As  a  result,  both  UJS.  imports  and  exports  would  increase. 
While  the  VS.  balance  of  trade  over  the  long  run  would  remain  the  same,  the 
United  States,  under  this  scenario,  would  experience  an  improvement  in  its 
terms  of  trade,  meaning  that  the  same  level  of  exports  would  enable  the  United 
States  to  obtain  a  hi^er  level  of  imports.'*  This  would  increase  U.S.  living 
standards,  and  hence  would  be  a  worthwhile  goal  of  trade  promotion  policies. 


DO  EXPORT  PROMOTION  PROGRAMS  OF  OTHER  COUNTRIES 
AFFECT  VJB.  EXPORTS? 

Supporters  of  government  trade  programs  often  argue  that  such  policies  are 
needed  to  ofEset  the  effects  of  similar  programs  used  by  foreign  governments. 
This  raises  an  important  question.  Do  the  trade  programs  of  other  countries 
have  a  negative  effect  on  U.S.  exports? 

In  theory,  foreign  government  export  promotion  programs  (such  as  direct 
export  subsidies)  may  help  lower  the  costs  of  foreign  firms  engaged  in  exporting, 
resulting  in  a  boost  in  exports  of  such  products  beyond  what  would  occur 
without  such  assistance.  Such  assistance  in  the  short-run  may  displace  certain 
U.S.  exports  in  third  coiuitiy  markets  where  U.S.  firms  may  be  internationally 
competitive  but  lack  comparable  government  assistance.  Thus,  while  it  is 
arguable  that  some  foreign  trade  promotion  programs  may  have  had  a  negative 


'^Export  promotion  programs  would,  for  example,  make  foreigners  aware  of 
VS.  products,  and  make  U.S.  producers  (exporters)  aware  of  foreign  demand  for 
their  products. 

'^Note,  this  may  be  a  somewhat  heroic  assumption.  An  increase  in 
production  does  not  always  result  in  greater  economies  of  scale. 

"Note,  the  ultimate  goal  of  trade  is  not  just  to  boost  exports,  but  to  improve 
consumer  welfare.  Improving  economic  efficiency  for  exporters  in  effect 
increases  the  amount  of  goods  and  services  which  can  be  consumed  by  society. 
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effect  on  certain  U.S.  exports  in  third  country  markets,  it  is  likely  that  they 
have  affected  only  the  composition  of  U.S.  exports  rather  than  the  total  level  of 
U.S.  exports.'^  In  addition,  while  foreign  trade  programs  may  help  certain 
domestic  exporters,  they  likely  have  harmed  others.  Hence,  it  is  unclear 
whether  the  United  States  should  attempt  to  counter  the  trade  promotion 
policies  of  other  countries  with  similar  programs. 

For  example,  the  United  States  has  had  a  number  of  long-standing  trade 
disputes  with  the  European  Community  (EC)  over  its  use  of  export  subsidies  to 
promote  the  overseas  sales  of  certain  surplus  agricultural  commodities,  such  as 
cereals,  beef,  dairy  products,  poultry,  fruits  and  vegetables,  wine,  and  tobacco. 
EC  expenditures  for  agricultural  export  subsidies  were  estimate  at  $12  billion 
in  1990."  It  may  be  correct  to  assume  that  such  subsidies  have  had  a  negative 
impact  on  the  export  sales  of  certain  VS.  agriculture  producers  (by  displacing 
possible  U.S.  sales  and  lowering  world  prices  for  such  commodities). 

It  '8  equally  likely,  however,  that  the  EC's  export  subsidy  regime  has 
harmed  other  EC  industries  by  drawing  away  resources  away  from  other  (non- 
subsidized)  EC  firms,  making  them  less  productive  and  less  competitive  in  world 
markets  vis-a-vis  U.S.  firms."  In  addition,  the  use  of  export  subsidies  by  the 
EC  has  likely  led  to  overproduction  of  certain  agricultural  commodities, 
resulting  in  economic  waste,  and  likely  diminishing  the  EC's  terms  of  trade  with 
the  rest  of  the  world,  meaning  that  the  EC  must  export  more  products  (due  to 
lower  export  prices  resulting  from  the  subsidies)  to  obtain  a  similar  level  of 
imports.^  Another  cost  involved  are  the  taxes  which  must  be  paid  by  EC 
citizens  to  support  such  subsidies.  Finally,  subsidized  EC  firms  are  likely  to 
become  less  responsive  to  market  forces  and  subsequently  may  become  less 
productive  and  efficient.    Hence,  such  a  policy,  while  benefiting  certain  EJC 


'^The  composition  of  U.S.  exports  may  itself  be  an  important  concern  if  the 
theories  of  industrial  policy  and  strategic  trade  proved  valid. 

**U.S.  State  Department.  Country  Reports  on  Eiconomic  Policy  and  Trade 
Practices,  March  1992,  p.  191. 

'•Elxport  subsidies  lower  the  costs  of  export-producing  firms,  decreasing 
prices,  and  resulting  in  increased  foreign  demand  for  the  subsidized  products. 
To  meet  that  demand,  subsidized  firms  seek  to  obtain  additional  resources  (such 
as  capital  and  labor)  in  order  to  boost  production.  Scarce  resources  are  drawn 
from  other  (unsubsidized)  sectors  of  the  economy,  including  import-competing 
firms  and  other  exporting  industries,  diminishing  the  efficiency  of  such 
industries  and  lowering  their  potential  output 

^"Economic  waste  occurs  because  the  costs  of  increasing  output  by  subsidized 
firms  exceeds  the  revenue  gained  by  the  export  sales  of  their  products. 
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agricultural  producers  (and  overseas  consumers  through  lower  prices),  likely 
comes  at  the  expense  of  lower  living  standards  for  EC  consumers.'* 

U.S.  firms  negatively  affected  by  foreign  export  promotion  programs 
(subsidies)  often  seek  assistance  from  the  Federal  GovemmeDt  to  combat  or 
offset  the  effects  such  practices,  including  the  development  of  comparable 
government  assistance  programs.  The  U.S.  Government  maintains  specific  trade 
promotion  programs  designed  to  combat  the  effects  of  foreign  direct  export 
subsidies  on  VS.  exports.^  For  example,  the  Department  of  Agriculture 
maintains  the  Export  Enhancement  Program  which  provides  Government-owned 
surplus  agricultural  products  to  U.S.  exporters  to  help  them  compete  against  the 
subsidized  agricultural  products  of  other  nations,  including  the  EC,  in  third 
country  markets.  In  FY  1991,  $890  million  was  spent  for  this  program."  In 
addition,  the  US.  Export-Import  Bank  (Ezimbank),  the  main  Government 
agency  that  fiadlitates  the  export  financing  of  US,  nonagricultural  goods  and 
services,  maintains  programs,  such  as  the  Direct  Credit  Program  and  the  "War 
Chest,'  to  counter  foreign  subsidized  export  financing  and  tied  aid  programs, 
fiyiiph^ink  estimated  the  subsidy  cost  of  Rximbank  programs  (i.e.,  the  cost  of 
providing  loan,  guarantee,  and  insurance  commitments)  at  $633  million  for  FY 
1993.'* 

The  stated  objectives  of  these  programs  are  to  ensure  that  foreign  buyers' 
purchase  decisions  are  based  on  market  factors,  counter  the  effects  of  subsidies 
on  the  economic  competitiveness  of  certain  UJ3.  firms,  and  induce  nations  to 
refrain  from  using  subsidies  to  promote  exports.  To  the  extent  that  these 
objectives  are  achieved,  such  policies  may  prove  beneficial  tc  certain  industries. 
However,  such  programs  entail  a  cost  to  other  sectors  of  the  U.S.  economy  and 
to  U.S.  taxp^ers. 


SHOULD  THE  UNITED  STATES  REPLICATE  THE  TRADE 
PROGRAMS  OF  OTHER  COUNTRIES? 

There  has  been  considerable  debate  in  recent  years  among  U.S. 
policymakers  over  the  'e£fectiveness*  of  U.S.  trade  agencies  in  providing  services 
to  U.S.  exporters.  One  method  of  asocwsing  the  current  U.S.  effort  has  been  to 
compare  U.S.  trade  programs  with  those  of  other  m^or  exporting  countries  such 


''In  effect,  subsidies  constitute  indirect  transfer  payments  from  one  country 
to  another. 

'The  United  States  also  maintains  trade  statutes  which  respond  to  foreign 
government  subsidies,  such  as  countervailing  duty  law  and  Section  301  of  the 
1974  Trade  Act,  as  amended. 

'General  Accounting  Office  (GAO).  Export  Promotion:  Federal  Programs 
Lack  Organization  and  Funding  Cohesiveneas,  January  1992.  p.  5. 

'^Export-Import  Bank  of  the  United  States,  FY  1993  Budget  Request. 
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as  Japan,  Germany,  and  other  industrialized  countries.  Such  studies  have  been 
recently  issued  by  the  Department  of  Commerce  and  the  General  Accounting 
Ofiice  (GAO).^  Some  have  pointed  to  these  studies  as  evidence  that  other 
countries  maintain  more  effective  trade  programs,  or  that  they  exf)€nd  more 
resources  promoting  exports  than  the  United  States,  and  that  this  has  had  a 
detrimental  effect  on  U.S.  exporters.  Many  have  argued  that  the  United  States 
should  attempt  to  emulate  the  trade  programs  of  other  countries. 


OVERVIEW  OF   GOVERNMENT   STUDIES   ON   FOREIGN   TRADE 
PROMOTION  PRACTICES 

Some  highlights  of  the  contrasts  in  approaches  of  export  promotion 
between  the  United  States  and  other  countries  surveyed  by  the  Commerce 
Department  and  GAG  include  the  following: 

•  Based  on  a  number  of  comparative  indicators,  U.S.  sjjending  for  export 
promotion  is  lower  than  that  of  many  other  m^or  exporting  countries. 
For  example,  the  Commerce  Department  found  that,  based  on  spending 
on  export  promotion  in  1987  among  eight  industrial  countries 
(Belgium,  Canada,  France,  Germany,  Italy,  Sweden,  United  Kingdom, 
and  the  United  States),  the  United  States  ranked  last  in  per  capita 
spending,  seventh  out  of  eight  in  spending  on  industrial  exports 
relative  to  total  industrial  exports,  and  sixth  out  of  ei^t  in  total 
promotion  spending  relative  to  total  exports.^ 

•  A  significant  amount  of  resources  for  US.  export  promotion  programs 
goes  toward  promoting  agricultural  exports,  while  the  export 
promotion  programs  of  most  other  industrial  countries  are  generally 
geared  toward  promoting  manufactured  exports,  including  high 
technology  products. 

•  Some  countries  (such  as  Canada  and  the  United  Kingdom)  maintain 
programs  to  assist  exporters  through  every  stage  of  exporting, 
including  sharing  part  of  the  costs  of  exporting  (such  as  trade  fairs 
and  market  studies).  U.S.  programs  are  generally  geared  toward 
providing  basic  information  on  export  opportunities  and  tips  on 
exporting;  many  U.S.  Government  export  services  involve  nominal 
charges. 


"See  General  Accounting  Office,  Export  Promotion:  A  Comparison  of 
Programs  in  Five  Industrialized  Nations,  June  1992;  U.S.  Department  of 
Ck>mmerce,  International  Trade  Administration,  U.S.  Foreign  and  Commercial 
Service,  Foreign  Government  Commercial  Services:  A  Comparative  Study,  April 
1992;  and  U.S.  Department  of  Commerce,  Export  Promotion  Activities  of  Major 
Competitor  Nations  (Draft),  May  1988. 

*U.S.  Department  of  Commerce.  Export  Promotion  Activities  of  Major 
Competitor  Nations  (Draft),  May  1988,  p.l. 
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In  Japan,  export  promotion  activities  are  generally  shared  jointly  by 
the  Japanese  government  and  private  sector  organiiations;  in 
Germany  most  trade  programs  are  run  by  private  sector  groups,  such 
as  chamber  of  commerces  with  little  government  involvement;  while 
in  the  United  States,  most  trade  programs  are  carried  out  by  the 
Federal  and  State  governments  with  some,  but  limited,  involvement  by 
private  sector  groups. 

Many  European  nations  maintain  export  strategies  in  which  specific 
industries  or  firms  showing  export  potential  are  targeted  for 
assistance.  Some  nations  also  seek  to  promote  exports  to  specific 
countries  (such  as  Japan).  The  United  States  generally  does  not 
maintain  an  overall  export  strategy  by  product  or  country. 


WHAT  CONCLUSIONS  CAN  BE  DRAWN  FROM  THESE  STUDIES? 

The  Department  of  Commerce  and  GAG  reports  outline  the  different 
philosophies,  goals,  and  approaches  used  by  various  governments  to  assist 
exporters.  They  indicate  th&t  export  promotion  programs  vary  widely  across 
countries  according  to  levels  of  resources  and  staffing,  types  and  levels  of 
assistance,  differences  in  priorities  and  strategies;  and  factors  based  on  the 
historical  relationship  between  government  and  the  private  sector.  However, 
such  studies  fail  to  evaluate  the  effects  such  differences  in  approaches  to  trade 
promotion  have  had  on  each  country's  compoeitioQ  of  exports  or  terms  of  trade. 
That  is,  they  do  not  show  a  clear  link  between  the  level  of  'success'  various 
nations  have  in  exporting  with  the  level  and  types  of  export  promotion  services 
utilized  by  such  nations. 

Tn«t^^H,  such  studies  offer  a  description  of  alternative  trade  promotion 
policies  and  programs  which  might  be  considered  by  the  United  States  to 
improve,  alter,  or  expand  the  levels  and  types  of  services  provided  to  U.S. 
exporters.  They  also  msry  offer  lessons  on  ways  the  United  States  could  increase 
coordination  and  efQciency  in  the  delivery  of  services  by  trade  agencies. 
However,  further  analysis  is  be  needed  to  determine  how  such  policies,  if 
adopted  by  the  United  States,  would  affect  the  level  and  composition  of  U.S. 
trade,  and  the  economy  at  large. 


A  DISCUSSION  OF  PROPOSALS  TO  REFORM  EXPORT 
PROMOTION  PROGRAMS 

Based  on  the  findings  of  the  above  noted  studies,  and  other  reports 
assessing  the  current  Federal  export  promotion  regime,  a  number  of  trade 
proposals  have  been  offered  by  policymakers  in  recent  years  to  improve  or 
expand  U.S.  export  promotion  services.  Several  of  these  proposals  are  discussed 
below. 
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Boost  export  promotion  spending.  Many  poIicymakerB  have  proposed 
increasing  Federal  expenditures  for  export  promotion  and  trade 
finance  to  a  level  comparable  to  that  of  other  nuyor  trading  partners. 
It  is  argued  that  increased  funding  would  likely  expand  the  ability  of 
the  Federal  Government  to  provide  assistance  and  financing  to  U.S. 
exporters.'^  They  also  argue  that  trade  promotion  programs  should 
be  enhanced  to  counter  alleged  unfair  trade  practices  by  certain  U.S. 
trading  partners.  Critics  of  such  proposals  argue  that  the  fact  that 
other  nations  spend  more  on  promoting  exports  than  the  United 
States  does  not  itself  provide  a  rationale  for  the  United  States  to 
emulate  such  programs  and  spending  levels  (they  may  prove  inefficient 
or  distortive),  unless  it  can  be  clearly  shown  that  adopting  them  will 
raise  overall  U.S.  economic  welfare.  In  addition,  increased  spending  on 
trade  programs  would  likely  have  to  be  financed  by  higher  taxes  or  by 
Government  borrowing  (increasing  the  Federal  budget  deficit).  This 
would  not  improve  the  U.S.  trade  balance  and  could  have  distorting 
effects  on  other  sectors  of  the  U.S.  economy. 

Encourage  greater  inixtlvement  by  the  privaie  sector.  This  proposal 
would  involve  providing  greater  incentives  to  boost  the  role  of  U.S. 
private  sector  organizations  (such  as  trade  associations  and  chambers 
of  commerce)  in  promoting  UJS.  exports,  such  as  in  Japan  and 
Germany.  This  option  might  improve  the  level  of  export  services  by 
the  private  sector  at  little  cost  to  the  (jovemment.  A  m^^or  question, 
however,  is  whether  the  U5.  Government  could  develop  comparable 
levels  of  public-private  cooperation  that  exist  in  other  countries. 
These  may  be  the  restilt  of  cultural  and  historical  factors,  and  may  not 
be  easily  duplicated. 

Target  trade  assistance  to  certain  firms.  This  proposal  could  involve 
a  number  of  possible  steps  which  would  essentially  target  export 
assistance  to  certain  industries  which  are  judged  to  have  "high  export 
potential.*"  Such  a  strategy  may  be  more  concerned  with  the 
composition  of  UJS  exports  rather  than  the  level  of  exports  in  order 
to  promote  high-pajdng  jobs  for  US.  workers.  However,  critics  argue 
that  such  a  policy  would  essentially  involve  the  government 
attempting  to  choose  'winners  and  losers*  in  the  market,  which  could 
lead  to  economic  distortions,  harm  other  productive  U.S.  firms,  and 
result  in  more  harm  than  good  to  the  UJS.  economy. 


^For  example,  proposals  have  been  made  to  expand  the  number  of  U.S. 
Foreign  (Commercial  Service  officers  stationed  overseas,  especially  in  countries 
which  may  offer  hi^  export  potential. 

^A  closely  related  proposal  is  to  redirect  the  focus  of  U.S.  export  promotion 
programs  away  fix>m  agricultural  products  to  manufactured  products,  especially 
high-tech  products. 
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•  Conaolidate  export  promotion  $ervicea.  Several  proposals  have  been 
offered  in  recent  years  to  consolidate  VS.  export  promotion  programs. 
One  proposal  would  involve  consolidating  all  Federal  trade  programs 
under  one  Federal  agency  to  provide  exporters  with  a  one-stop  source 
for  export  promotion  services.  Another  proposal  would  involve 
combining  the  budgets  of  Federal  export  promotion  agencies  and 
allocating  such  resources  according  to  specific  goals  and  priorities  set 
forth  by  Congress  or  a  central  Federal  coordinating  committee. 
Supporters  believe  such  proposals  mi^t  eliminate  duplication  of 
services,  provide  a  clear  rationale  for  the  provision  of  trade  assistance 
baaed  on  precise  goals,  and  could  lower  the  overall  costs  of  such 
programs.  Critics  of  such  proposals  argue  that  consolidating  resources 
and  programs  oould  r«sult  in  the  creation  of  a  large  Federal 
bureaucracy  which  would  be  unresponsive  to  tbe  special  needs  of 
certain  exporters,  such  as  Csirmers  and  small  and  medium-sized  fums. 

The  above  discussion  indicates  the  existence  of  different  schools  of  thou^t 
among  policymakers  over  how  U.S.  export  prooMtion  policies  and  programs 
should  be  reformed  to  be  made  more  effective.  Such  differences  reflect  disparate 
views  over  what  the  goals  of  export  promotion  programs  should  be  as  well  as 
what  groups  should  be  targeted  for  assistance.  While  the  primary  stated  goal 
of  most  Federal  trade  programs  is  to  promote  UJS.  exports,  several  secondary 
goals  also  exist.  For  example,  a  number  of  export  promotioo  programs  are  used 
to  counter  specific  export  programs  (subsidies)  utilized  by  foreign  governments, 
rather  than  to  promote  US.  exports  at  large.  In  addition,  moet  Federal  export 
promotion  programs  are  geared  toward  assisting  small  and  medium-sized  firms 
in  order  to  foster  their  growth  and  involvement  in  international  trade,  even 
though  such  firms  may  often  not  be  as  'efficient'  exporters  as  larger  firms. 
Trade  programs  within  the  Department  of  Agriculture  have  several  different 
goals,  including  assisting  VS.  farmers  by  boosting  U.S.  agricultural  ex]M>rts, 
finding  export  markets  for  surplus  U.S.  commodities,  and  countering  foreign 
agricultural  subsidies. 

GAO  concluded  in  a  1992  report  that  the  absence  of  a  Government  strategy 
and  clear  national  priorities  in  the  funding,  delivery,  and  coordination  of  export 
promotion  services  among  Federal  agencies  {Nrevented  the  moet  effective 
utilization  of  Federal  resources  for  promoting  exports.  For  example,  GAO  found 
that  nearly  three-fourths  of  U.S.  export  promotion  expenditures  went  towards 
promoting  agricultural  commodities  in  FY  1991  even  thou^  such  products 
accounted  for  only  10  percent  of  total  U.S.  exports." 

Hence,  it  is  difficult  to  determine  what  types  of  reforms  should  or  could  be 
adopted  to  make  export  programs  'more  effective,*  because,  without  a  cleeu* 
rationale  for  trade  promotion,  and  a  set  of  priorities  and  goals  for  such 
programs,  it  is  extremely  difficult  to  define  what  effective  means.  For  example, 
attempts  could  be  made  to  expand  and  improve  the  ability  of  the  Government 

*GAO.     Eiq>ort  Promotion;     Federal  Progrtuna  Lack  Organization  and 
Funding  Coheaiveneas,  January  1992,  p.5. 
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to  provide  export  promotion  services  to  help  certain  UJ5.  exporters  (i.e,  increase 
the  'effectiveness'  in  the  ability  of  the  Government  to  assist  exporters),  but  it 
is  unclear  how  such  assistance  would  affect  the  overall  level  and  composition  of 
U.S.  trade  as  well  as  overall  U.S.  living  standards. 


CONCLUSIONS 

The  current  U.S.  export  promotion  regime  is  currently  being  reviewed  by 
U.S.  policymakers,  and  several  proposals  for  reform  may  be  considered  in  the 
near  future,  including  substantially  increasing  the  Federal  Government's  role 
in  promoting  U.S.  exports.  This  could  involve  allocating  greater  resources  to 
Federal  trade  programs  as  well  as  targeting  specific  industries  for  assistance. 
An  important  consideration  in  this  debate  will  Ukely  be  the  economic  effects 
such  programs  mi^t  have  on  U.S.  trade  and  the  economy.  In  considering 
options  for  reforms,  it  ia  important  to  consider  what  export  promotion  programs 
can  and  cannot  do,  as  well  as  the  possible  costs  (including  opportunity  costs) 
such  programs  might  entail. 

Mainstream  economic  theory  holds  that  the  free  market  system  (and  free 
trade)  provides  the  most  efFicient  mechanism  for  the  allocation  of  goods  and 
services  in  the  marketplace,  based  on  supply  and  demand  forces.  From  an 
economic  perspective,  government  involvement  in  the  market  requires  a  clear 
economic  rationale  to  justify  such  intervention,  such  as  attempting  to  rectify  (or 
take  advantage  of)  some  market  failure.** 

The  overall  effects  of  trade  promotion  programs  on  the  economy  is  the  most 
important  factor  for  assessing  the  'success'  of  current  programs  as  well  as  for 
judging  the  merits  of  adopting  new  trade  programs.  Such  programs  are 
beneficial  if  they  result  in  a  net  increase  in  economic  welfare.  While  trade 
promotion  programs  may  provide  benefits  to  certain  sectors  of  the  economy,  they 
also  involve  several  different  costs  which  must  be  weighed. 

The  first  cost  of  Federal  export  promotion  programs  is  the  expenditure  (or 
subsidy)  for  trade  programs;  this  must  eventually  be  financed  by  taxes,  which 
lowers  consumer  economic  welfare.  Second,  there  are  possible  opportunity  costs 
involved.  E^xpenditures  for  trade  promotion  mi^t  be  (or  might  have  been) 
directed  towards  other,  perhaps  more  efficient,  economic  activities.  Third,  trade 
promotion  programs  may  lead  to  greater  production  by  exporting  firms  and  a 
boost  in  U.S.  exports,  but  they  may  aJso  lead  to  contractions  in  production  by 
other  firms.  For  example,  the  use  of  export  promotion  programs  generally 
presumes  that  some  market  failure  has  prevented  U.S.  firms  from  exporting  at 
their  most  efficient  levels,  resulting  in  an  underallocation  of  resources  to 
exporting  firms,  and  overallocating  resources  to  other  economic  activities. 
Government  export  promotion  programs  would  likely  affect  this  resource 

**However,  there  is  often  considerable  debate  over  whether  market  failures 
have  in  fact  occurred,  as  well  as  the  effects  government  intervention  (export 
promotion)  will  have  on  the  economy. 
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allocation,  so  that  greater  resources  are  drawn  to  certain  exporting  firms  and 
away  from  other,  presumably  less  efficient  firms,  (i.e.,  import-competing  firms 
and  other  exporting  firms  not  receiving  such  assistance).  Trade  programs  may 
cause  production  in  certain  exporting  firms  to  increase,  but  result  in 
contractions  by  other  firms.  As  a  result,  some  firms  benefit  while  other  firms 
lose." 

An  export  promotion  program  would  prove  beneficial  if  it  resulted  in  an 
overall  increase  in  economic  efficiency  within  the  economy;  this  would  likely 
raise  overall  output  and  improve  the  U.S.  terms  of  trade  (althou^  it  would  not 
affect  the  balance  of  trade).  However,  what  happens  if  government  is  wrong 
about  the  existence  of  market  failures.  Or  what  happens  if,  under  an  industrial 
policy  or  strategic  trade  policy,  the  government  is  wrong  in  its  choices  of 
industries  to  promote?  Under  these  circumstances,  the  government  could  end 
up  promoting  inefficient  fums,  damaging  more  efficient  or  competitive  firms, 
resulting  in  more  harm  than  good  to  the  national  economy.  Hence,  the  fact  that 
a  trade  promotion  program  results  in  an  increase  in  exports  does  not  itself 
indicate  that  this  policy  has  been  successful;  other  factors  must  be  considered 
as  well.  This  indicates  proposals  for  substantially  increasing  the  VS. 
Government's  role  in  promoting  U.S.  exports  should  be  carefully  analyzed  as  to 
their  overall  economic  impact. 

In  examining  the  current  Federal  export  promotion  regime  for  possible 
reforms,  policymakers  may  first  need  to  reach  a  consensus  over  what  rationales 
(economic,  political,  or  both)  should  be  used  to  justify  the  use  of  export 
promotion  programs.  Once  a  dear  rationale  is  determined,  an  attempt  mi^t  be 
made  to  establish  a  clearer  set  of  priorities  and  goals  for  Federal  trade  programs 
than  currently  exists. 

The  Export  Enhancement  Act  of  1992  requires  the  TPCC  to  develop  an 
export  trade  strategy  which  establishes  a  clear  set  of  priorities  for  Federal 
export  promotion  and  a  rationale  for  such  programs,  recommend  budgetary 
allocation  of  resources  to  Federal  agencies  based  on  these  priorities,  and 
coordinate  Federal  trade  activities.  It  remains  to  be  seen  whether  the  TPCC's 
recommendations  will  be  adopted  by  the  Administration  in  its  budget  proposals 
and  by  (Congress  throu^  the  authorization  and  appropriation  processes.  It  also 
remains  to  be  seen  whether  the  TPCC  can  effectively  develop  a  trade  strategy 
with  a  clear  set  of  priorities  which  can  be  successfully  implemented  throughout 
several  independent  Federal  trade  agencies.  This  may  require  (Congress  to 
provide  additional  statutory  authority  to  the  TPCC  (or  some  other  Federal 


'HjAO  estimated  Federal  spending  for  export  promotion  programs  for  FY 
1991  at  $2.7  billion  (excluding  loans,  guarantees,  and  insurance).  This  is  a 
relatively  minor  sum  relative  to  overall  Federal  spending,  the  total  level  of  U.S. 
exports,  or  the  size  of  the  U.S.  economy.  Hence,  it  is  likely  that  any  economic 
distortions  caused  by  such  programs  have  been  relatively  minor.  On  the  other 
hand,  it  is  also  likely  that  trade  promotion  programs  have  had  only  a  minor 
effect  on  the  level  and  composition  of  U.S.  exports. 
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body),  or  pass  other  reforms.  For  example,  Congress  might  pass  legislation 
requiring  that  the  trade  promotion  functions  of  all  Federal  agencies  be  combined 
under  a  single  authorization  and  appropriation  bill,  which  would  direct 
resources  to  each  agency  based  on  the  Government's  strategic  plan  and 
priorities.  Another  pro{>08als  might  involve  creating  a  "Department  of  Trade," 
which  would  combine  the  export  promotion  functions  of  various  Federal 
agencies  into  one  centra]  agency. 
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Memorandum 


May  26,  1995 


TO:  House  Small  Business  Committee 

Subcommittee  on  Procurement,  Ebcports,  and  Business 

Opportunities 
Attention:  Philip  Eskeland 

FROM:  Wayne  M.  Morrison 

Analyst  in  International  Trade  and  Finance 

SUBJECT:    Review  of  Department  of  Commerce  Comments  on  Trade 
Promotion 


As  per  your  request,  this  memorandum  responds  to  comments  made  by 
the  Department  of  Commerce  on  the  CRS  Report:   The  Economics  of  Export 
Promotion. 

The  major  assertion  made  by  the  Department  of  Commerce  is  that 
export  promotion  programs  can  have  a  significant  effect  on  decreasing 
the  U.S.  trade  deficit.   This  assertion  is  disputed  by  most  economists. 

A  nation's  trade  balance  is  largely  determined  by  macroeconomic 
factors,  mainly  its  savings/investment  level  (as  well  as  that  of  other 
countries),  rather  than  its  trade  policy.   This  is  a  rather  fundamental  concept 
in  economic  theory.   For  example,  economists  Robert  Z.  Lawrence  and  Robert 
E.  Litan  state: 

"A  country  with  investment  opportunities  that  exceed  its  domestic 
savings  will  borrow  from  abroad  and  run  a  trade  deficit  even  if  its 
costs  are  relatively  low,  its  home  markets  protected,  and  its 
exports  subsidized.  Conversely,  a  nation  with  high  saving  relative 
to  investment  will  run  trade  surpluses  even  if  its  markets  are 
open  and  its  products  poorly  regarded.'' 

Economist  Martin  Feldstein  has  related  the  rise  in  the  U.S.  trade 
deficit  in  the  1980s  to  macroeconomic  policies  in  the  following  way: 


Lawrence,  Robert  Z.  and  Litan,  Robert  E    The  ProlectionisI  Prescription:   Errors  i 
Diagnosis  and  Curt.   Brookings  Papers  on  Economic  Activity,  1:  1987,  p.  290 
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The  sharp  gyrations  of  the  dollar  and  of  the  trade  deficit  in  the 
1980s  were  among  the  most  novel  and  least  understood  economic 
developments  of  the  decade.  The  rise  and  fall  of  the  dollar's 
international  value  reflected  the  major  changes  that  were  taking 
place  in  American  monetary,  tax,  and  budget  policies.  These 
fluctuations  of  the  dollar  altered  the  relative  prices  of  American 
and  foreign  goods.  The  nation's  international  trade  responded  to 
these  relative  price  changes,  producing  a  massive  trade  deficit  by 
the  middle  of  the  decade  followed  by  a  return  toward  trade 
balance  after  the  dollar  began  to  decline."^ 

The  linkage  between  macroeconomic  forces  and  the  U.S.  trade  deficit, 
and  the  inability  of  export  promotion  to  overcome  these  forces,  has  been 
acknowledged  by  other  offices  in  the  Clinton  Administration: 

•  The  United  States  Trade  Representative's  (USTR)  Office 
states:  "It  is  important  to  understand  what  trade  policy  can  and 
cannot  be  expected  to  achieve.   Trade  policy  has  a  lot  to  do 
with  the  composition  of  trade:   who  produces  what,  where.   It 
has  little  to  do  with  the  size  of  the  overall  trade  balance,  which 
is  primarily  determined  by  larger  macroeconomic  forces."' 

•  The  Office  of  Management  and  Budget  (0MB)  states:   "First, 
the  primary  contribution  the  U.S.  Government  can  make  to 
promote  U.S.  exports  is  to  reduce  the  (budget)  deficit,  which 
constricts  resources  for  the  exporters  and  the  economy  as  a 
whole.   Second,  budget  resources  (for  export  promotion)  are 
measures  of  inputs  not  outcomes,  such  as  increased  U.S. 
exports.  The  major  determinants  of  U.S.  exports,  which 
totalled  $592  billion  in  1992  for  merchandise  trade  and 
services,  are  underlying  competitiveness,  foreign  exchange  rates 
and  open  trade  regimes,  not  U.S.  Government  budget  support 
for  a  limited  number  of  U.S.  exporters."* 

•  The  Council  of  Economic  Advisors  states:   "When  Americans 
borrow  from  foreigners,  we  run  a  surplus  in  our  international 
capital  account.   But,  since  the  capital  account  and  the  current 
account  must  balance  under  floating  exchange  rates,  the  mirror 
image  of  this  capital  account  surplus  is  an  equally  large 
current  account  deficit.   Thus,  a  country  that  saves  less  than  it 
invests  and  runs  a  large  budget  deficit  is  bound  to  have  a  large 


^Feldstein,  Martin    The  Dollar  and  the  Trade  Deficit  in  the  1980):  A  Personal  View 
National  Bureau  of  Economic  Research,  Inc    Working  Paper  No.  4325,  1993,  p.  1-2. 

'United  Sutes  Trade  Representative,  1995  Trade  Policy  Agenda  and  1994  Annual  Report 
of  the  President  of  the  United  States  on  the  Trade  Agreements  Program,  1995.  p  7 

*OMB,  Budget  of  the  United  States  Government,  Analytical  Perspectives,  Fiscal  Year  199S 
1994,  p  152 
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current  account  deficit.   Indeed,  chronic,  large  current  account 
deficits  date  from  precisely  the  time  that  the  United  States 
started  running  huge  fiscal  deficits.'' 

The  Commerce  Department  makes  three  statements  regarding  the 
Administration's  current  efforts  to  promote  U.S.  exports.   First,  U.S. 
Government  advocacy  programs  over  the  past  18  months  have  assisted  U.S. 
firms  to  win  more  than  120  major  deals.   Second,  if  small  businesses  exported 
in  similar  proportion  to  their  manufacturing  output  (there  is  no  reason  to 
believe  that  they  should),  manufacturing  exports  would  increase  by  more 
than  $40  billion.   Finally,  Commerce  states  that  other  industrialized 
countries,  using  various  measurements,  spend  more  on  export  promotion 
than  the  United  States.   None  of  these  statements  demonstrates  that  export 
promotion  reduces  the  U.S.  trade  deficit. 

Given  that  trade  balances  are  closely  linked  to  macroeeonomic  forces, 
promoting  U.S.  exports  cannot  have  a  significant  effect  on  reducing  the  U.S. 
trade  deficit  barring  changes  in  macroeeonomic  policies  by  the  United  States 
and  its  trading  partners.   Hence,  even  if  Commerce's  statements  about  U.S. 
trade  promotion  efforts  are  correct,  they  cannot  alter  the  fundamental  causes 
of  the  U.S.  trade  deficit.   If  trade  programs  could  significantly  boost  foreign 
demand  for  U.S.  exports,  the  resulting  demand  for  U.S.  dollars  needed  to 
purchase  these  products  would  cause  an  appreciation  of  the  dollar,  which,  in 
the  long  run,  would  dampen  foreign  demand  for  other  U.S.  exports,  raise  U.S. 
demand  for  foreign  imports,  and  leave  the  trade  balance  unchanged. 

There  may  be  a  variety  of  economic  justifications  for  utilizing 
government  trade  programs,  such  as  attempting  to  rectify  market  failures; 
reducing  the  trade  deficit,  however,  is  not  one  of  them. 

Do  not  hesitate  to  contact  me  on  7-7767,  should  you  require  additional 
assistance. 


TTie  Council  of  Economic  Advisors.   Economic  Report  to  the  President-   February  1994,  p- 
29. 
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UNITED  STATES  DEPARTMENT  OF  COMMERCE 
ln«ama«ional  Trade  Adminiscracion 

Washington.  DC.  2D23D 

DIPECTOn  GEMERAL  QP  TWE  U  S  AND 

FOREICSN  COMMERCIAL  SERVICE 


May  23,  1995 

The  Honorable  Donald  A.  Manzullo 
Chairman,  Subcommittee  on  Procurement, 

Exports  and  Business  Opportunities 
House  Committee  on  Small  Business 
Washington,  DC  20515 

Dear  Chairman  Manzuilo: 

I  was  pleased  to  hear  that  our  initial  response  to  your  request  for  information  has  been  helpful 
to  the  work  of  the  Subcommittee  on  Procurement,  Exports  and  Business  Opportunities.   In 
light  of  the  current  proposals  before  Congress  to  eliminate  the  Department  of  Commerce,  I 
feel  it  is  very  important  that  your  Committee  understands  what  we  do  for  small  businesses 
striving  to  compete  in  the  global  marketplace. 

I  am  sorry  that  our  original  Trade  Promotion  Coordinating  Conmiittee  chart  did  not  reflea  all 
of  the  information  you  sought.  As  you  can  understand,  the  trade  promotion  functions  of  the 
U.S.  government  are  extensive  and  complex.  I  have  tried  to  present  them  in  a  clear  and 
simple  maimer.  I  hope  the  attached  chart,  which  shows  the  principal  agencies  and  sub- 
agencies  involved  in  export  promotion,  answers  your  remaining  questions. 

•  The  inner  ring  shows  the  trade  promotion  and  finance  agencies  (Ex-Im  Bank,  OPIC, 
TDA,  SBA  and  the  Department  of  Commerce)  which  have  day-to-day  responsibility 
for  direct  counseling  to  the  business  community  and  program  implementation. 
Commerce's  export  promotion  services  are  performed  by  the  sub-units  of  the 
International  Trade  Administration,  and  SBA's  export  efforts  are  developed  and 
implemented  by  the  Office  of  International  Affairs  and  the  International  Small  Business 
Development  Centers. 

*  The  second  ring  from  the  middle  represents  those  agencies  which,  in  addition  to  the 
Department  of  Commerce,  are  members  of  the  U.S.  mission's  country  team  led  by  the 
U.S.  Ambassador.  These  agencies  maintain  an  overseas  presence  and  support  export 
promotion  efforts  in  countries  around  the  world.  The  Foreign  Service  Officers  of  the 
Department  of  State,  the  U.S.  Agency  for  International  Develc^ment  and  the  U.S. 
Information  Agency  and  the  Foreign  Agricultural  Service  of  the  U.S.  Department  of 
Agriculture  work  closely  with  Commerce's  Foreign  Commercial  Officers  to  promote 
U.S.  business  abroad. 


The  third  ring  represents  the  fiinctional  or  sector-specific  TPCC  agencies  (e.g.  Ener; 


Transportation,  Defetise  etc.)  and  their  bureaus  involved  with  export  promotion 
activities.  These  agencies  and  their  respective  bureaus  worlc  closely  together  to 
.- .        leverage  their  resources  and  to  bring  their  collective  expertise  to  bear  on  behalf  of  U.S. 
firms  competing  overseas.  For  example,  through  the  Advocacy  Network  -  led  by  the 
Commerce  and  State  Dq>artments  -  the  Environmental  Protection  Agency  and/or  the 
Energy  Department  might  be  asked  to  lend  their  assistance  and  expertise  to  help 
support  U.S.  environmental/energy  exports  to  a  growing  overseas  market. 

•         The  outside  ring  shows  those  agencies  (0MB,  USTR,  NSC/NEC,  CEA)  which  - 
although  involved  in  setting  overall  policy  direction  and  oversight  for  the  TPCC  - 
normally  are  not  engaged  in  day-to-day  trade  promotion  efforts.  In  particular,  the 
United  States  Trade  Representative  is  engaged  in  day-to-day  efforts  to  defme,  negotiate 
and  implement  trade  policy  priorities,  but  the  office  does  not  provide  trade  promotion 
services  directly  to  the  business  community  as  do  the  agencies  on  the  three  inner  rings. 

We  hope  that  this  chart  more  clearly  shows  the  close  working  relationship  between  the  TPCC 
agencies  and  their  bureaus  responsible  for  expon  promotion  and  coordination.  I  want  to 
reiterate  that  this  graphic  represents  the  principal  offices  involved  in  export  promotion. 

If  you  have  any  further  questions  on  this  or  any  other  matter,  please  do  not  hesitate  to  contact 
me  at  (202)  482-5777  or  the  ITA  Office  of  the  TPCC  at  (202)  482-5455. 
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Statement 

of 

J.  Joseph  Grandmaison 

Director  of  the  U.S.  Trade  and  Development  Agency 

Before  the  House  Small  Business  Committee 
Small  Business  Subcommittee  on  Procurement,  Exports,  and  Business 

Opportunities 

March  29,  1995 


Mr.  Chairman,  members  of  the  subcommittee.   I  am  delighted  to  be  here  to 
discuss  the  U.S.  Trade  and  Development  Agency  and  how  it  assists  small 
businesses  in  finding  export  opportunities  around  the  world. 

TDA  is  an  independent  agency  that  is  directly  involved  in  export  promotion 
and  job  creation  here  at  home.   Our  mission  is  clear-cut.   We  assist  in  the 
creation  of  jobs  for  Americans  by  helping  U.S.  companies  pursue  overseas 
business  opportunities. 

We  do  this  by  focusing  on  infrastructure  and  major  industrial  projects  in 
developing  and  middle-income  countries,  where  we  work  closely  with 
foreign  public  and  private  entities  to  get  U.S.  companies  involved  in  the  early 
stages  of  planning  these  projects.   This  is  essential  if  they  are  to  have  a  chance 
of  winning  contracts  when  it  comes  time  for  the  project  to  be  implemented. 

Our  program  is  divided  into  five  major  regions:   Africa  and  the  Middle  East; 
Asia /Pacific;  Central  Europe;  Latin  America  and  the  Caribbean;  and  Russia 
and  the  New  Independent  States.   We  focus  on  projects  in  these  regions 
which  cover  a  wide  range  of  sectors  including  aviation,  energy,  environment, 
manufacturing,  telecommunications,  transportation,  and  water  resources,  to 
name  a  few. 

Other  countries  recognize  that  capital  projects  represent  significant  market 
opportunities  and  have  established  sizable  and  sophisticated  programs  to 
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assist  their  firms.  TDA's  role,  in  part,  is  to  help  create  a  level  playing  field  for 
American  businesses  by  assuring  that  they  are  not  locked  out  of  major 
projects  due  to  other  governments'  tied  aid  programs. 

Because  TDA  is  a  small  agency,  and   because  v^e  are  managed  very  much  like 
a  small  business,  we  like  to  think  that  we  are  sensitive  to  the  special  needs  of 
small  businesses,  which  have  been,  and  continue  to  be  an  important  part  of 
TDA's  program  since  its  inception  14  years  ago. 

Small  businesses  benefit  from  TDA's  program  in  several  ways.   First,  they 
gain  entry  and  exposure  to  overseas  business  opportunities  by  participating 
directly  in  TDA-funded  activities.   In  fact,  small  companies  receive 
approximately  20%  of  TDA  program  funds.  Second,  they  are  subcontracted  by 
large  firms  to  work  on  components  of  TDA-funded  activities.   Third,  they  sell 
equipment  and  services  to  projects  during  the  implementation  phase.    And 
finally,  throughout  all  our  program  activities,  small  businesses  have  a  unique 
opportunity  to  gain  valuable  contacts  with  foreign  purchasers. 

TDA  funds  a  number  of  activities  that  carry  out  our  mission  of  helping  U.S. 
businesses  export  to  capital  projects  overseas.   Foremost  among  these 
activities  is  the  funding  of  Feasibility  Studies.   These  studies  are  important 
tools  for  the  project  sponsor  because  they  are,  in  effect,  business  plans  that  are 
required  by  the  financial  institutions  in  assessing  the  creditworthiness  of  the 
undertaking.   They  are  important  to  U.S.  firms  because  they  provide  front- 
end  involvement  in  major  projects  overseas. 

Feasibility  studies  account  for  n°/o  of  TDA's  overall  program  budget  and 
small  businesses  are  the  prime  contractors  on  between  15-20%  of  all  TDA- 
funded  feasibility  studies.  These  figures  vary  from  year  to  year,  as  contractors 
are  selected  by  the  host  country,  and  often  through  a  competitive  bid  process. 
TDA  uses  the  Small  Business  Administration's  strict  definition  of  small 
business. 

TDA's  program  in  the  NIS  provides  some  good  examples  of  how  small 
companies  can  benefit  directly  from  the  program  and  how  TDA  studies  do 
more  than  just  familiarize  small  firms  with  an  overseas  market.    Of  TDA's 
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114  approved  studies  in  the  NIS  last  year,  30  were  awarded  to  small 
businesses.   TDA  awarded  HCR,  a  women-owned  firm  based  in  Rochester, 
New  York,  partial  funding  of  $300,000  to  carry  out  a  study  on  health  care  in 
the  Republic  of  Tatarstan,  Russia.   According  to  CEO  Louise  Woerner,  before 
HCR  had  even  completed  its  study,  Tatarstan  health  officials  were  making 
plans  to  purchase  medical  equipment  from  suppliers. 

A  small  company  can  also  benefit  indirectly  by  working  as  a  subcontractor  on 
a  TDA  feasibility  study.   A  large  firm  will  often  hire  small  firms  as 
subcontractors  to  carry  out  specialized  components  of  the  feasibility  study. 
For  example,  several  years  ago,  Westinghouse  used  Conco  Systems,  a  small 
family-owned  company  in  Pennsylvania,  to  do  a  portion  of  its  study  on 
thermal  power  plants  in  Poland.   As  a  result  of  its  involvement,  Conco  has 
gone  on  to  make  significant  exports  on  its  own  ~  in  excess  of  $500,000. 

TDA-funded  studies  that  are  carried  out  by  large  companies  benefit  small  U.S. 
companies  in  other  ways.     Since  all  TDA  studies  are  conducted  by  American 
firms,  they  naturally  contain  advice  about  the  availability  of  appropriate  U.S. 
goods  and  services  -  advice  that  often  leads  to  the  use  of  U.S.  goods  and 
services  in  the  project's  implementation.    I  would  like  to  relate  one  example 
of  how  this  happened  on  a  study  that  was  carried  out  by  the  Massachusetts 
Institute  of  Technology  (MIT). 

MIT's  assignment  was  to  advise  the  Sural  Aluminum  Foundry  in  Venezuela 
on  how  it  could  improve  the  efficiency  of  its  aluminum  automobile  wheel 
assembly  plants.    MIT's  report  identified  a  number  of  American  companies 
that  could  implement  control  systems  for  the  project,  one  of  which  was 
Hazlett  Corporation,  a  small,  family-owned  manufacturing  company  in 
Burlington,  Vermont.   As  a  result,  Hazlett  was  contacted  directly  and  has  sold 
over  $300,000  in  equipment  to  Sural.      .  - 

For  further  illustration,  I  have  attached  a  case  study  that  provides  details  on 
the  involvement  of  Harza  Engineering  of  Chicago  in  the  Hueque  water 
project  in  Venezuela.    Many  small  U.S.  companies  have  reaped  the  benefits  of 
Harza's  early  involvement  in  the  TDA  feasibility  study.    For  example, 
McLellan  Equipment,  a  small  California  truck  manufacturer,  secured  $3.6 
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million  in  contracts  for  exports  of  its  water  and  mechanic  service  trucks,  with 
another  $500,000  pending.    In  addition  to  continuing  work  in  Venezuela, 
McLellan  is  teaming  up  with  Harza  to  carry  out  a  TDA  feasibility  study  in 
Gaza.   Naturally,  Harza  and  other  U.S.  firms  tend  to  turn  to  their  own  trusted 
sources  of  suppliers  and  this  produces  business  for  U.S.  companies,  including 
many  small  ones. 

We  also  assist  small  business  through  the  funding  of  Definitional  Missions 
and  Desk  Studies  in  which  TDA  contracts  solely  with  small  and  minority  U.S. 
businesses  to  assist  in  evaluating  a  project  before  investing  in  an  actual 
feasibility  study.  Last  year  TDA  funded  129  such  evaluations,  representing 
43%  of  our  total  activities. 

These  evaluations  cover  a  range  of  factors  relating  to  a  potential  project 
overseas  —  from  its  priority  to  the  host  government,  its  likely  cost  and  the 
likelihood  of  project  financing,  to  the  project's  U.S.  export  potential  and 
expected  impact  on  job  creation  here.   During  the  evaluation  process,  the 
small  firm  is  able  to  travel  overseas  and  to  establish  working  relationships 
with  foreign  officials  in  both  the  public  and  private  sectors.  These 
relationships  often  lead  to  follow-on  business  opportunities  for  small  firms. 

We  also  fund  a  number  of  reverse  trade  missions,  which  familiarize  foreign 
industry  and  government  officials  with  American  technology  and 
capabilities.   These  visits  are  very  useful  for  small  businesses  because  they  are 
able  to  showcase  their  goods  for  foreign  decision  makers  and  again,  make 
useful  contacts  for  future  procurements  without  having  to  travel  to  the 
foreign  country.    TDA  sponsored  such  a  visit,  bringing  a  delegation  of 
mining  officials  from  eight  African  countries  to  the  United  States  to 
introduce  mining  procurement  opportunities  to  U.S.  suppliers  of  goods  and 
services.   As  a  result  of  the  TDA  visit,  one  small  firm,  Gustavson  Associates,  a 
10-person  firm  in  Boulder,  Colorado  which  provides  geotechnical  services, 
secured  $500,000  in  service  contracts. 

TDA  also  funds  business  conferences  to  provide  information  to  U.S. 
companies  on  the  results  of  completed  TDA-funded  feasibility  studies  and  the 
nature  and  types  of  procurements  that  will  be  associated  with  the  projects. 
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Representatives  of  small  businesses  who  attend  these  conferences  are  given 
unique  opportunities  to  make  contacts  with  senior  decision  makers  from  all 
over  the  world. 

And  finally,  we  fund  training  grants  that  help  small  companies  win  contracts. 
I  have  taken  the  liberty  of  attaching  a  case  study  on  two  U.S.  firms:   Raytheon 
and  Weather  Information  Technologies,  Inc.  (WITI),  a  10-person  company. 
Both  won  major  contracts  in  Hong  Kong  as  a  result  of  two  TDA  training 
grants. 

As  this  second  case  study  illustrates,  in  addition  to  the  initial  contracts, 
several  small  businesses  secured  follow-on  contracts  that  boosted  their 
international  sales.   Coherent  Technologies,  Inc.  (CTI)  of  Colorado  is  one  of 
the  firms.   CTI  employs  40  people  and  develops  laser  radar  technology.   This 
small  firm  was  hired  by  WITI  to  provide  a  laser  system  for  the  Hong  Kong 
airport  project  and,  as  a  result,  the  Hong  Kong  Government  has  recently 
initiated  discussions  with  CTI  for  additional  sales  of  their  equipment. 

TDA  is  eager  to  build  on  what  we  are  already  doing  for  small  business.   We 
encourage  small  businesses  to  bid  on  TDA-funded  feasibility  studies  and  to 
pursue  subcontracting  opportunities  with  newly  approved  contractors  of 
feasibility  studies  announced  in  our  publication,  the  TDA  Bi-Weekly. 

Our  quarterly  newsletter,  the  TDA  Update,  is  routinely  sent  to  small  U.S. 
businesses  throughout  the  United  States,  and  we  have  on-going  efforts  to 
increase  our  small  business  contacts. 

And  we  have  a  telephone  hotline  for  small  companies  that  want  to  register  in 
our  database  to  bid  on  contracts  for  carrying  out  Definitional  Missions  and 
Desk  Studies.   The  hotline  receives  80-100  calls  a  week  from  small  businesses 
wishing  to  bid  on  contracts. 

But  we  want  to  do  more.   To  that  end,  we  will  continue  to  provide  small 
businesses  with  opportunities  for  direct  access  to  export  promotion  through 
the  funding  of  feasibility  studies  and  our  other  activities.   And  we  will 
continue  to  promote  small  businesses  by  encouraging  large  firms  to  team  up 
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with  smaller  ones  that  provide  specialized  goods  and  services  that  enhance  a 
project's  success.    In  short,  we  will  intensify  our  commitment  to  American 
small  businesses  by  championing  their  exports  to  the  growing  international 
markets. 

I  look  forward  to  working  with  the  Congress  to  make  our  program  even  more 
effective  and  responsive  to  the  small  business  community. 


lie 
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CASE  STUDY:  TDA  Training  Grants 


Chek  Lap  Kok  Airport  Project 
Hong  Kong 
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CASE  STUDY:  TDA  TRAINING  GRANTS 

HOW  TWO  U.S.  FIRMS  BROUGHT  HOME  CONTRACTS  WITH  TDA'S 

ASSISTANCE 

TDA'S  MISSION 

The  U.S.  Trade  and  Development  Agency  (TDA)  assists  in  the  creation  of  jobs 
for  Americans  hy  helping  U.S.  companies  pursue  overseas  business 
opportunities.  Through  the  funding  of  feasibility  studies,  orientation  visits, 
training  grants,  and  various  forms  of  technical  assistance,  we  enable 
American  businesses  to  become  involved  in  the  planning  stage  of 
infrastructure  and  industrial  projects  in  middle-income  and  developing 
countries.  By  doing  this  loe  provide  American  firms  with  market  entry, 
exposure  and  information,  thus  helping  them  establish  a  position  in  markets 
that  are  otherwise  difficult  to  penetrate. 

This  case  study  is  one  of  a  series  that  provides  information  for  U.S.  firms 
seeking  ways  to  pursue  business  opportunities  overseas.  This  particular  case 
is  an  example  of  how  TDA  training  grants  helped  two  U.S.  firms  win  major 
aviation  contracts  in  Hong  Kong. 

OVERVIEW 

The  Asia  region  has  experienced  strong  economic  growth  over  the  past 
several  years,  with  expansion  underway  in  all  core  infrastructure  sectors.  Air 
transportation,  in  particular,  is  a  growing  industry  with  modernization  and 
development  of  airports,  terminals,  and  air  traffic  control  and 
communications  equipment  becoming  increasingly  important  and 
representing  billions  of  dollars  of  investment.  As  this  study  demonstrates, 
the  opportunities  for  U.S.  business  involvement  are  enormous. 

Two  U.S.  firms  were  in  separate  competitions  for  major  contracts  associated 
with  the  development  of  Hong  Kong's  new  Chek  Lap  Kok  airport. 
Colorado's  Weather  Information  Technologies,  Inc.  (WITI)  was  competing  to 
design  and  install  an  Operational  Windshear  Warning  System  (OWWS). 
Raytheon,  based  in  Massachusetts,  was  shortlisted  to  supply  an  air  traffic 
control  system.  In  both  instances,  TDA  stepped  in  with  timely  offers  of 
training  grants  to  bolster  U.S.  bids  for  these  projects,  resulting  in  multi- 
million  dollar  contracts  for  each  firm. 

BACKGROUND 

After  years  of  discussion  and  planning.  Hong  Kong's  new  Chek  Lap  Kok 
airport  is  scheduled  to  open  its  doors  for  business  in  mid-1997. 

The  site  of  the  new  airport,  which  will  eventually  replace  Hong  Kong's 
current,  congested  airport  in  downtown  Kowloon,  is  18  miles  from  the  city 
northwest  of  Lantau  Island.  The  territory's  tallest  peaks  make  this  a 
potentially  hazardous  location  in  terms  of  windshear  and  other  weather- 
related   turbulence.     The  new  airport  was  expected   to  require   the  most 
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sophisticated  air  traffic  control  systems  and  weather  prediction  technology  the 
world  has  to  offer. 

Given  its  magnitude,  this  airport  project  consists  of  several  phases,  with 
multiple  contract  awards  worth  millions  of  dollars.  In  addition  to  winning  a 
multi-million  dollar  contract  to  provide  innovative  U.S.  technology  at  the 
new  airport,  successful  bidders  would  be  strategically  placed  for  longer-term 
relationships  in  the  region.  Consequently,  several  American  aviation 
technology  firms  were  drawn  into  fierce  competition  with  their  European 
competitors. 

The  overall  project  is  being  coordinated  by  the  New  Airport  Coordination 
Office  (NAPCO),  with  each  contract  regulated  or  directed  by  a  separate 
government  authority  in  Hong  Kong.  WITI's  contract  bid  was  under  the 
provision  of  meteorological  services  for  international  air  navigation 
regulated  by  Hong  Kong's  Royal  Observatory.  Raytheon's  bid  for  air  traffic 
services  came  under  the  direction  of  Hong  Kong's  Civil  Aviation 
Department. 

WITI'S  BID  PROPOSAL 

Founded  in  1989,  WITI  is  a  small  corporation,  with  approximately  ten  full- 
time  employees,  that  provides  consulting  services  to  predict  weather 
phenomena  like  microbursts  and  windshear  which  become  potentially  lethal 
at  airports. 

WITI  works  with  the  University  Corporation  for  Atmospheric  Research 
(UCAR)  and  the  National  Center  for  Atmospheric  Research  (NCAR)  to  foster 
the  commercial  utilization  of  their  intellectual  property  and  technology 
assets.  UCAR  and  NCAR  would  both  prove  valuable  in  WITI's  involvement 
in  the  airport  project. 

In  the  late  1980's,  the  Hong  Kong  government  hired  a  joint  venture  between 
Greiner,  a  Texas  engineering  firm,  and  Maunsell,  their  Hong  Kong-based 
counterpart,  to  develop  the  Master  Plan  for  the  proposed  airport.  Over  the 
years,  NCAR  scientists  had  developed  a  strong  working  relationship  with 
their  colleagues  at  the  Royal  Observatory  in  Hong  Kong.  As  a  result,  WITI 
was  solicited  as  a  subcontractor  for  the  airport's  Master  Plan  to  evaluate  the 
historical  meteorological  data  collected  for  the  site  and  to  recommend  the 
appropriate  technologies  to  warn  of  windshear  and  turbulence. 

WITI's  work  on  the  Master  Plan  covered  a  span  of  several  months  ending  in 
late  1992.  This  work  proved  extremely  valuable  to  WITI  later  on,  in  terms  of 
gaining  familiarity  with  the  project  specifications  and  earning  a  reputation 
with  the  Hong  Kong  government.  WITI's  recommendations  included  the 
development  of  an  Operational  Windshear  Warning  System  (OWWS)  and 
the  purchase  of  Terminal  Doppler  Weather  Radar.  It  is  important  to  note 
that  the  OWWS  design  is  linked  to  the  computer  systems  for  the  Terminal 
Doppler  Weather  Radar  and   the  Meteorological  Processing  System.     The 
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contract  winner  would  work  closely  with  the  suppliers  for  equipment  related 
to  both  of  these  additional  systems. 

After  the  subcontractor  consultancy  was  completed,  the  Royal  Observatory 
asked  WITI  to  respond  to  their  Request  for  Proposals  for  the  design  and 
implementation  of  the  actual  OVVWS.  The  Royal  Observatory  required  the 
contractor  to  train  Hojig  Kong  personnel  to  make  upgrades  and 
enhancements  to  the  initial  system  on-site  and  to  provide  operational 
training  for  local  scientists  and  air  traffic  controllers. 

WITI  acted  as  the  prime  contractor  and  put  together  a  project  team  comprised 
of  specialists  at  UCAR,  NCAR,  the  Hong  Kong  University  of  Science  and 
Technology,  and  the  University  of  Wyoming.  WITI's  plan  was  to  complete  a 
large  part  of  the  development  work  in  Hong  Kong,  with  initial  training  of 
technicians  and  scientists  in  the  United  States.  Formal  proposals  were  due  to 
be  submitted  in  May  1993,  with  an  oral  presentation  to  follow  soon  after. 
WITI  prepared  a  detailed  proposal  and  its  president  traveled  to  Hong  Kong  to 
make  the  formal  presentation. 

After  the  presentation,  WITI  learned  that  it  had  submitted  the  highest  bid  at 
$32  million.  WITI  had  reason  to  believe  that  it  had  the  best  technical 
proposal  but  the  Hong  Kong  legislature  had  approved  expenditures  for  only 
$15.3  million.  WITI  also  knew  that  its  primary  competition  was  a  British 
firm,  Metstar,  and  that  Metstar's  bid  was  significantly  lower.  To  remain 
competitive,  WITI  was  faced  with  the  dilemma  of  reducing  its  scope  of  work, 
while  still  meeting  the  preliminary  objectives  specified  in  the  Request  for 
Proposals. 

WITI's  negotiating  team  was  still  in  Hong  Kong  when  they  learned  that  their 
bid  needed  to  be  restructured.  WITI  received  a  tip  from  an  executive  at 
another  American  engineering  firm  about  the  existence  of  TDA  training 
grants  and  quickly  contacted  the  U.S.  Foreign  &  Commercial  Service  (FCS) 
office  at  the  Embassy  in  Hong  Kong.  The  FCS  officer  stationed  in  Hong  Kong 
was  familiar  with  TDA,  having  worked  with  the  Agency  in  the  past  on  a 
project  in  Malaysia.  WITI  had  been  in  contact  with  the  FCS  staff  since  its  first 
arrival  in  Hong  Kong  to  work  on  the  Master  Plan.  A  meeting  was  quickly 
arranged  to  discuss  the  contract  bid  and  to  determine  if  a  TDA  training  grant 
could  make  a  difference. 

TDA's  involvement  in  this  contract  bid  would  ultimately  prove 
instrumental  to  WITI's  success.  A  second  U.S.  firm,  Raytheon,  found  itself 
on  a  similar  path  in  securing  a  separate  contract  for  Chek  Lap  Kok's  air  traffic 
control  system. 

RAYTHEON'S  BID  PROPOSAL 

Raytheon  is  an  international  industrial  corporation  comprised  of  four 
business  segments:     electronics,  major  appliances,  aircraft  products,  and 
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energy  and  environment.  It  is  head-quartered  in  Lexington,  Massachusetts, 
with  100  facilities  in  28  states  and  the  District  of  Columbia. 

Unlike  WITI,  Raytheon  employed  a  local  business  agent  in  Hong  Kong,  Swire 
Engineering  Services,  Ltd.,  to  assist  in  securing  business  and  government 
contacts.  Swire  is  one  of  the  larger  Hong  Kong-based  British  trading 
companies  that  perform  consulting  work  for  international  clients.  Swire  was 
helpful  to  Raytheon  in  this  instance  by  arranging  the  initial  contact  with  the 
Civil  Aviation  Department  in  Hong  Kong. 

In  August  1993,  Requests  for  Proposals  were  issued  for  the  supply  of  air  traffic 
control  equipment  for  the  control  room  and  tower,  specifically  a  radar  data 
processing  and  display  system,  a  flight  data  processing  system  and  simulator. 
Training  was  again  a  significant  portion  of  this  contract,  comprising 
approximately  $3.5  million  of  the  $26  million  total.  The  winner  was  required 
to  deliver  a  system  to  train  air  traffic  controllers  in  the  use  of  the  new 
equipment,  as  well  as  a  detailed  training  program  for  the  operation  and 
maintenance  of  the  hardware  and  software  systems  delivered.  In  addition, 
this  competition  involved  a  design  study  component  which  required  a 
substantial  financial  outlay  by  each  applicant. 

The  preliminary  design  study  costs,  which  would  be  absorbed  by  the  applicant, 
were  estimated  at  $1  million,  and  there  was  no  assurance  for  any  party  that 
they  would  actually  receive  a  project  contract  in  return  for  this  investment. 
TDA,  in  fact,  had  been  approached  by  several  U.S.  bidders  who  wanted  to 
arrange  for  a  feasibility  study  grant  to  back  this  capital  outlay.  TDA  was 
unable  to  offer  assistance  in  this  situation  because  the  Agency  cannot  provide 
a  feasibility  study  grant  to  an  American  firm  in  direct  competition  with 
another.  However,  each  of  the  players  were  advised  that  TDA  would 
consider  offering  a  training  grant  for  any  U.S.  firm  that  was  shortlisted  in  the 
competition. 

In  the  end,  Raytheon  made  the  decision  to  move  ahead  with  its  bid,  in  spite 
of  the  $1  million  outlay.  The  next  several  months  were  spent  preparing  the 
feasibility  study,  and  Raytheon  submitted  its  written  proposal  in  October. 
Like  WITI,  Raytheon  pulled  together  a  team  of  specialists,  including  the 
Director  of  its  International  Air  Traffic  Control  Division,  to  travel  to  Hong 
Kong  to  make  the  formal  presentation.  During  this  time,  PCS  officers  were 
closely  involved,  monitoring  the  progress  of  the  competition. 

The  Hong  Kong  government  narrowed  the  field  of  competitors  to  three 
finalists:  two  American  firms,  Raytheon  and  Telephonies  Corporation,  and 
Thompson  CSP  of  Prance.  Soon  after,  representatives  of  the  Hong  Kong  Civil 
Aviation  Department  made  a  site  visit  to  Raytheon's  Massachusetts 
headquarters,  followed  by  a  trip  to  Norway  for  an  extensive  demonstration  of 
a  similar  system  which  Raytheon  had  just  installed  at  the  new  Oslo  Air 
Traffic  Control  Center. 
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With  training  still  a  major  factor  in  winning  the  contract,  the  FCS  contacted 
the  two  American  firms  shortlisted,  Raytheon  and  Telephonies,  to  discuss  the 
possibility  of  arranging  for  a  TDA  training  grant  to  accompany  either  of  their 
final  bids  on  this  contract. 

Raytheon  was  already  familiar  with  TDA,  having  recently  sent 
representatives  to  a  TDA-sponsored  aviation  conference  on  the  Asia-Pacific 
marketplace.  Raytheon  had  also  applied  for  TDA  feasibility  study  grants. 
With  FCS  support,  Raytheon  contacted  TDA  to  determine  if  a  training  grant 
could  be  provided. 

HOW  TDA  ASSISTED  BOTH  COMPANIES 

Both  WITI  and  Raytheon  were  already  shortlisted  for  major  contracts  before 
TDA  arrived  on  the  scene.  This  is  typical  of  TDA's  training  grant  assistance, 
unlike  the  funding  of  feasibility  studies  and  some  of  our  other  activities, 
where  support  is  focused  more  directly  on  the  front-end  of  a  project. 

TDA  offers  specialized  training  grants  on  a  transaction-specific  basis  where  a 
U.S.  firm  is  on  the  shortlist  of  potential  contractors  and  where  it  is  facing 
foreign  competitors  who  are  benefiting  from  comparable  support  from  their 
governments.  Further,  we  look  for  situations  where  a  contract  not  only  adds 
to  U.S.  exports  and  jobs,  but  is  strategically  important  to  opening  the  market 
to  additional  future  sales  for  American  firms. 

Both  WITI  and  Raytheon  were  convinced  that  a  TDA  training  grant  would  be 
advantageous  in  two  ways:  it  would  provide  additional  "value  for  dollars" 
toward  the  bid  amount  and,  more  importantly,  it  would  demonstrate  U.S. 
government  support  for  both  the  American  firms  competing  and  the  future 
of  the  airport  project  itself. 

With  final  contract  selections  nearing,  both  WITI  and  Raytheon  were  racing 
against  the  clock  to  secure  a  training  grant.  Working  closely  with  the  FCS, 
both  companies  concentrated  their  efforts  to  provide  the  necessary 
justification  to  TDA  that  its  funding  criteria  for  training  grants  were  met. 
TDA  also  had  to  determine  the  amount  of  the  training  grant  offers,  which 
never  exceed  the  lesser  of  3  per  cent  of  the  U.S.  bid  value  or  $1  million,  in 
accordance  with  international  conventions. 

Throughout  its  review  process,  TDA  staff  met  and  consulted  with  other 
relevant  U.S.  government  agencies,  including  those  that  have  jurisdiction 
over  such  projects.  The  Aerospace  Division  and  Country  Desk  of  the 
Commerce  Department,  the  Transportation  Division  of  the  State  Department, 
the  Federal  Aviation  Association,  and  the  Air  Traffic  Control  Association  all 
indicated  to  TDA  that  they  approved  the  awards. 

From  TDA's  perspective,  it  was  clear  that  both  WITI  and  Raytheon  were 
prime  candidates  for  training  grants.  Both  had  been  aggressively  involved  in 
soliciting  these  contracts  and,  at  the  time  of  the  training  grant  request,  both 
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companies  were  on  the  shortlist  of  potential  contractors  for  their  respective 
bids.  It  appeared  on  face  value  that  both  firms  faced  direct  foreign 
competition,  but  still,  it  w^as  this  aspect  that  required  most  of  TDA's  attention. 
In  these  situations,  TDA  places  a  great  emphasis  on  the  FCS  field  assessment 
of  the  foreign  competition  factor. 

TDA  provides  a  grant  to  WITI 

Within  days  after  its  initial  meetings  with  WITI  in  June  1993,  TDA,  with  the 
endorsement  of  the  FCS  staff,  gave  WITI  the  go-ahead  to  prepare  a  grant 
application  proposal.  WITI's  grant  request  met  all  of  TDA's  requirements: 
foreign  competition  with  Metstar;  significant  export  potential  for  U.S.  goods, 
with  additional  procurements  of  the  Terminal  Doppler  Weather  Radar  and  a 
Meteorological  Processing  System  required  to  complement  the  WITI  system; 
the  project  was  a  major  development  priority  for  the  Hong  Kong 
government;  and  financing  was  secured. 

In  mid-August,  TDA  notified  WITI  that  its  request  for  a  training  grant  was 
approved  in  the  amount  of  $450,000.  WITI  and  a  senior  FCS  officer 
immediately  notified  the  Royal  Observatory  that  a  TDA  training  grant  had 
been  awarded  and  would  become  a  part  of  their  final  proposal. 

WITI's  final  bid  of  $15.3  million,  which  included  $3.17  million  for  training, 
was  ultimately  chosen  by  the  Royal  Observatory,  even  though  it  was  still 
several  million  dollars  higher  than  Metstar.  WITI  later  learned  that  the  TDA 
grant  award  was  discussed  during  a  meeting  of  Hong  Kong's  Legislative 
Counsel  and  that  they  were  impressed  with  the  show  of  U.S.  government 
support.  The  Legislative  Counsel  endorsed  the  Royal  Observatory's  selection 
of  WITI  and  work  began  in  October. 

TDA  provides  assistance  to  Raytheon 

Raytheon  also  met  TDA's  funding  criteria  and  had  further  demonstrated  its 
own  commitment  to  the  contract  by  putting  up  $1  million  for  the  preliminary 
study  costs.  The  fact  that  Raytheon  was  in  direct  competition  with  another 
U.S.  firm  was  not  unusual,  but  it  did  complicate  TDA's  neutral  trade 
promotion  role.  TDA  had  to  maintain  strict  impartiality  with  both  firms 
while  still  conveying  a  firm  U.S.  government  commitment  to  the  Hong  Kong 
decision  makers.  TDA  ultimately  approved  conditional  training  grant  offers 
to  both  Telephonies  or  Raytheon  for  3  per  cent  of  the  total  value  of  their 
respective  contract  proposals.  Raytheon's  grant  of  $500,000  was  included  as 
part  of  its  final  written  and  oral  presentation  to  the  Civil  Aviation 
Department. 

In  August  of  1994,  armed  with  its  TDA  grant,  Raytheon  was  awarded  a 
$26  million  contract  for  the  supply  of  the  air  traffic  automation  systems  at 
Chek  Lap  Kok,  which  consisted  of  the  air  traffic  control  software  and  dictated 
the  specifications  for  most  of  the  air  traffic  control  hardware  to  be  procured. 
In  addition,  Raytheon  was  then  positioned  to  win  a  subsequent  contract 
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award  several  months  later  for  approximately  $15  million  to  supply  the 
associated  radars. 

Raytheon  not  only  won  over  $41  million  in  contracts  from  the  Civil  Aviation 
Department  to  furnish  the  complete  air  traffic  control  system,  but  was  also 
selected  by  the  Royal  Observatory  to  supply  the  Terminal  Doppler  Weather 
Radar  to  accompany  the  OVVWS,  resulting  in  an  additional  sale  of  $12.8 
million.  WITI's  expertise  in  weather  radar  and  foothold  in  Hong  Kong  on 
the  OWWS  project  was  complementary  to  Raytheon's  efforts  to  win  its  first 
sale  of  this  radar  outside  the  United  States. 

SMALL  U.S.  FIRMS  BENEFIT  FROM  THE  SUCCESS  OF  WITI  AND 
RAYTHEON 

As  the  prime  contractor  and  procurement  manager  for  each  of  these  projects, 
both  WITI  and  Raytheon  were  able  to  select  dozens  of  large  and  small 
American  firms  to  help  carry  out  their  contract  awards.  As  demonstrated  by 
the  following  small  firm  success  stories,  the  export  potential  continues  to 
grow. 

•  Coherent  Technologies,  Inc.  (CTI)  of  Colorado  employs  forty  people  and 
develops  laser  radar  for  atmospheric  remote  sensing.  CTI  was  hired  by 
WITI,  with  a  contract  valued  at  approximately  $350,000,  to  bring  their  laser 
radar  system  to  Hong  Kong.  As  a  result  of  this  work,  the  Civil  Aviation 
Department  has  recently  initiated  discussions  with  CTI  for  additional  sales 
of  their  laser  technology  to  help  monitor  wake  turbulence  problems  at  the 
airport.  CTI  credits  the  WITI  project  for  introducing  them  to  this  valuable 
marketplace. 

•  UFA,  a  small  Massachusetts  company,  specializes  in  providing  air  traffic 
control  radar  simulation  systems  and  supporting  voice  recognition  and 
response  technologies.  UFA  recently  won  a  $100,000  contract  with 
Raytheon  to  supply  voice  recognition  training  support  for  its  Autotrac 
system  at  Chek  Lap  Kok.  According  to  UFA,  such  international  sales  are 
critical  to  the  company's  overall  business  strategy.  UFA  will  be  teaming 
up  with  Raytheon  again  at  an  upcoming  TDA  sponsored  Orientation  Visit 
when  government  officials  from  several  Southern  African  nations  travel 
to  the  U.S.  to  meet  with  aviation  industry  leaders. 

CONCLUSION 

WITI  and  Raytheon  are  two  American  firms  that  used  perseverance  and 
diligence  in  a  tough  and  competitive  overseas  market.  Both  worked  to 
establish  contacts  and  strategically  positioned  their  companies  toward 
bringing  home  a  winning  contract.  Raytheon's  training  on  the  air  traffic 
control  system  will  start  in  mid-1995.  WITI  is  currently  at  work  on  the 
OWWS  project,  which  is  scheduled  to  proceed  over  a  four-year  period. 
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TDA's  business  is  getting  business  overseas  for  U.S.  firms.  Whether  it  is 
providing  funding  for  a  feasibility  study,  a  conference,  or  a  training  grant, 
TDA  focuses  on  the  leveraging  of  its  funds,  not  just  giving  away  grant  money. 
For  WITI  and  Raytheon,  the  training  grants  themselves  were  relatively 
modest  in  scale.  But  they  sent  a  signal  to  the  Hong  Kong  decision  makers  that 
these  U.S.  companies  were  serious  players  in  the  marketplace  and  had  the 
support  of  the  U.S.  Government. 

WITI  and  Raytheon's  involvement  in  the  Chek  Lap  Kok  development 
project  opens  up  opportunities  for  other  U.S.  firms  which  supply  aviation- 
related  goods  and  services,  not  just  in  Hong  Kong,  but  in  other  Asian 
countries.  Already,  the  Beijing  airport  has  decided  to  follow  the  same 
specifications  used  in  Hong  Kong,  giving  Raytheon  an  edge  in  China. 

According  to  Bruce  Donaldson,  President  of  WITI,  the  American  presence  in 
Hong  Kong  with  the  latest  U.S.  aviation  weather  technology  will  be  the 
forerunner  of  a  number  of  contracts  to  protect  Asian  airports  from  severe 
weather  hazards. 

The  U.S.  Trade  and  Development  Agency  continues  to  look  for  opportunities 
where  we  can  help  companies  like  WITI  ,  Raytheon,  Coherent  Technologies, 
and  UFA,  which  are  eager  to  expand  their  markets  overseas. 

For  more  information  on  how  the  U.S.  Trade  and  Development  Agency  can 
assist  your  firm,  contact  our  Rosslyn,  Virginia  offices  at  (703)  875-4357. 


TDA  extends  its  appreciation  to  the  staff  at  Weather  Information 
Technologies,  Inc.  (WITI),  Raytheon  Company,  Coherent  Techtiologies,  and 
UFA  for  their  assistance  in  this  study. 
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Hueque-Barrancas  Water  Project 

Venezuela 
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CASE  STUDY:  TDA  FEASIBILITY  STUDY 

HOW  ONE  U.S.  FIRM'S  STUDY  LED  TO  SUCCESSES 

TDA'S  MISSION 

The  U.S.  Trade  and  Development  Agency  (TDA)  assists  in  the  creation  of  jobs 
for  Americans  by  helping  U.S.  companies  pursue  overseas  business 
opportunities.  Through  the  funding  of  feasibility  studies,  orientation  visits, 
training  grants,  and  various  forms  of  technical  assistance,  we  enable 
American  businesses  to  become  involved  in  the  planning  stage  of 
infrastructure  and  industrial  projects  in  middle-income  and  developing 
countries.  By  doing  this  we  provide  American  firms  with  market  entry, 
exposure  and  information,  thus  helping  them  establish  a  position  in  markets 
that  are  otherwise  difficult  to  penetrate. 

This  case  study  is  one  in  a  series  that  provides  information  for  U.S.  firms 
seeking  ways  to  pursue  business  opportunities  overseas.  This  case  is  an 
example  of  how  a  TDA  feasibiUty  study  grant  assisted  one  U.S.  engineering 
company  win  several  water  supply  contracts  in  Venezuela,  which  led  to 
additional  procurement  contracts  for  dozens  of  smaller  American  equipment 
suppliers. 

OVERVIEW 

The  past  several  years  have  marked  a  dramatic  economic  turnaround  for 
many  Latin  American  countries.  As  plans  for  modernization  and  expansion 
take  place  in  most  core  infrastructure  sectors,  opportunities  for  U.S. 
businesses  to  become  involved  have  increased,  primarily  in  the  areas  of 
power,  telecommunications,  and  water. 

Faced  with  serious  water  supply  problems  in  the  late  1980's,  the  Venezuelan 
government  set  out  to  secure  international  financing  to  upgrade  the  water 
systems  in  its  oil-producing  regions.  One  project  in  Venezuela,  the  Hueque- 
Barrancas  water  facility,  represented  an  investment  potential  of  millions,  and 
several  American  firms  were  facing  tough  international  competition  for  this 
and  other  highly  coveted  engineering  projects. 

As  this  study  demonstrates,  TDA's  feasibility  study  grant  helped  Chicago- 
based  Harza  Engineering  Company  get  involved  in  the  planning  stages  of  a 
major  development  project.  Harza  went  on  to  win  a  follow-on  contract  to 
provide  technical  assistance  and  to  manage  the  selection  of  equipment 
suppliers  for  Hueque  and  two  additional  water  projects.  To  date,  numerous 
American  companies  have  sold  goods  and  services  associated  with  the 
Hueque  and  other  Venezuelan  water  investments. 

PROJECT  BACKGROUND 

In  the  mid-1980's,  Venezuela's  Ministry  of  the  Environment  and  Renewable 
Natural  Resources,  seeking  a  solution  to  the  water  deficit  in  the  state  of 
Falcon,  decided  to  better  utilize  the  resources  of  the  Hueque  river  by 
constructing  a  new   reservoir.     With  the  full  support  of  the  Venezuelan 
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government,  development  began  on  the  Hueque-Barrancas  project. 
However,  after  roughly  10%  of  the  dam  was  completed,  the  project  was  halted 
due  to  a  lack  of  government  finances. 

Years  later,  still  recognizing  how  vital  the  Hueque  facility  was  to  both  the 
national  economy  and  the  socio-economic  development  of  Falcon,  the 
Ministry,  after  receiving  the  approval  of  its  cabinet  and  parliament,  began 
actively  seeking  foreign  financing  to  complete  this  and  other  important 
development  projects. 

As  the  Ministry  solicited  financial  support  from  the  Export-Import  Bank  of 
the  United  States  and  other  international  financial  institutions,  it  became 
apparent  that  its  applications  were  missing  a  vital  component  for  the  loan 
financing  process:  a  feasibility  study.  Feasibility  studies  are,  in  effect,  business 
plans  that  evaluate  the  technical,  economic,  and  financial  aspects  of  a 
proposal,  and  are  considered  critical  by  financial  institutions  in  assessing  the 
creditworthiness  of  a  project.  In  light  of  its  own  financial  situation,  the 
Ministry  began  to  look  for  outside  sources  to  undertake  the  costly  studies  that 
were  necessary  to  apply  for  international  financing. 

HOW  TDA  CAME  INTO  THE  PICTURE 

The  Venezuelan  Minister  of  the  Environment  became  familiar  with  TDA 
and  its  activities  after  attending  a  1989  development  conference  in  the 
Netherlands.  It  was  here  that  an  official  from  the  U.S.  Agency  for 
International  Development  promised  to  contact  the  U.S.  Foreign  Commercial 
Service  (FCS)  staff  at  the  Caracas  Embassy  to  investigate  the  possibility  of  U.S. 
support  for  the  Hueque  and  other  development  projects.  Upon  his  return  to 
Venezuela,  the  Minister  was  promptly  contacted  by  an  FCS  officer,  who  put 
him  in  touch  with  TDA's  staff.  Within  two  weeks,  TDA  arranged  to  meet 
with  a  Ministry  official  in  Miami  to  discuss  possible  cooperation. 

This  cormection  is  typical  of  how  TDA  learns  of  viable  projects.  In  addition  to 
other  federal  agencies,  the  Commerce  Department's  FCS  officers  and  the  State 
Department's  economic  officers,  located  on-site  at  U.S.  Embassies  abroad,  are 
excellent  sources  of  information  for  TDA. 

Because  of  its  very  focused  mission,  TDA  considers  only  projects  that  have 
potential  to  mature  into  significant  business  opportunities  for  U.S. 
companies.  Consequently,  TDA  looks  for  the  following  criteria  in  evaluating 
project  proposals: 

•  the  project  must  be  a  development  priority  of  the  host  country 
with  a  formal  request  from  the  government  and  U.S.  embassy 
endorsement; 

•  the  project  must  represent  significant  U.S.  export  potential; 

•  implementation  financing  must  be  secured  or  likely  with  a 
procurement  process  open  to  U.S.  firms;  and 

•  U.S.  firms  must  be  facing  international  competition. 
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After  meeting  with  the  Ministry  representatives  and  reviewing  their  grant 
needs,  it  appeared  that  the  Hueque  project  met  all  of  TDA's  funding  criteria. 
Solving  the  water  shortage  in  Falcon  was  clearly  a  priority  of  the  Venezuelan 
government  because  it  involved  the  petroleum  industry,  critical  to  the 
national  economy.  Another  factor  for  consideration  was  that  the  project 
could  be  implemented  relatively  quickly  because  of  the  initial  work  already 
completed.  The  project  represented  significant  U.S.  export  potential  which 
was  estimated  at  $20  million  in  goods  and  services  supplied.  Given  that  the 
Venezuelan  government  possessed  significant  oil  reserves  and  good  credit,  it 
was  likely  that  implementation  financing  would  be  approved.  And  while 
U.S.  firms  had  been  competitive  in  supplying  services  and  equipment  in 
water  resource  projects  in  Central  and  South  America,  foreign  competitors 
had  increasingly  gained  a  foothold  in  this  potentially  lucrative  market. 

Before  proceeding  with  the  study  grant,  TDA  contracted  with  Chelsea 
International  Corporation,  a  Washington-based  consulting  firm,  to  undertake 
a  "definitional  mission"  on  the  project.  Almost  all  TDA  feasibility  studies  are 
preceded  by  either  a  definitional  mission  or  a  desk  study,  where  TDA 
contracts  with  a  small  or  minority-owned  U.S.  business  to  evaluate  a  project's 
potential.  Within  two  months,  Chelsea's  report,  which  required  on-site 
evaluation  in  Venezuela,  was  finalized.  TDA's  decision  was  based  on 
information  contained  in  this  definitional  mission  report,  U.S.  embassy 
advice,  and  its  own  internal  analysis  and  budget  capabilities.  In  August  1989, 
TDA  awarded  a  $200,000  feasibility  study  grant  in  support  of  the  Hueque- 
Barrancas  project. 

One  of  the  underlying  features  of  TDA's  program  is  that  aU  feasibility  study 
grants  are  offered  on  the  condition  that  a  U.S.  firm  is  contracted  to  perform 
the  study.  After  TDA  approval  of  the  grant,  the  Ministry  selected  Harza 
Engineering  Company  to  carry  out  the  study. 

HARZA'S  INVOLVEMENT 

Founded  in  1920,  Harza  is  an  American  consulting  firm  providing 
engineering  and  environmental  services,  specializing  in  international 
hydrological  and  power  supply  projects.  It  employs  810  full  time  employees 
with  project  offices  in  Europe,  Russia,  China,  India,  the  Middle  East,  and  Latin 
America. 

Harza  has  been  operating  in  Venezuela  for  the  past  thirty  years,  primarily  on 
power  projects.  The  Ministry  chose  Harza  for  the  Hueque  project  because  of 
its  knowledge  of  the  technical  requirements  involved  in  working  in 
Venezuela  gained  through  several  decades  of  on-site  projects.  Harza  was  also 
selected  because  it  was  large  and  experienced  enough  to  have  established 
relationships  with  the  many  equipment  suppliers  in  the  United  States  whose 
expertise  would  be  required  to  complete  a  project  of  this  magnitude. 
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The  Ministry  had  already  spent  a  significant  amount  of  resources  trying  to 
arrange  for  financing  itself  before  the  TDA  feasibility  study  grant  became 
available  and  had  become  frustrated  by  the  time  and  money  involved  in  the 
loan  application  process.  The  Ministry  also  discovered  that  Venezuela  was  in 
competition  with  the  many  other  middle-income  and  developing  countries 
seeking  financing  and  loan  guarantees  from  the  world's  development  and 
commercial  lending  institutions.  For  these  reasons,  the  Ministry  was 
insistent  that  the  firm  selected  be  responsible  for  arranging  for  project 
implementation  financing  on  its  behalf. 

Requiring  the  U.S.  firm  to  secure  project  financing  on  behalf  of  Venezuela 
would  benefit  the  Ministry  by  lending  American  muscle  in  arranging  for 
financing.  It  would  also  be  a  plus  for  the  U.S.  firm  selected  to  do  the  study 
since  it  would  strategically  position  the  firm  to  secure  follow-on  contracts 
once  implementation  took  place.   And  this  is  just  what  happened  with  Harza. 

HARZA  USES  TDA  STUDY  TO  ARRANGE  FOR  LOAN  FINANCING 

Harza's  work  on  the  study  took  approximately  three  months,  and  in  January 
of  1991,  the  study  was  completed.  Harza  was  now  in  a  position  to  request 
project  implementation  financing  on  behalf  of  the  Ministry.  With  the 
completed  Hueque-Barrancas  feasibility  study  in  hand,  Harza  applied  for  a 
Preliminary  Commitment  for  a  loan  guarantee  at  United  States  Export- 
Import  Bank  (Ex-Im).  The  study,  along  with  a  list  of  possible  U.S.  suppliers 
for  the  project,  provided  Harza  with  the  supporting  documentation  required 
for  this  application. 

After  a  thorough  review  of  Harza's  financing  package,  Ex-Im  issued  its 
Preliminary  Commitment,  which  outlined  the  bank's  terms  and  conditions 
under  which  a  loan  guarantee  would  be  issued.  An  Ex-Im  guarantee  for  a 
commercial  loan  to  a  foreign  buyer  of  U.S.  goods  or  services  covers  100 
percent  of  principal  and  interest  against  both  the  political  and  commercial 
risks  of  nonpayment.  The  next  step  for  Harza  involved  securing  a 
commercial  loan. 

Armed  with  the  Ex-Im  Bank  preliminary  guarantee,  Harza's  experienced 
financial  team  and  the  Ministry  met  with  several  banks  and  readily  secured  a 
loan.  Ex-Im  gave  final  approval  for  the  loan  guarantee  and  the  Ministry 
arranged  for  final  approval  of  the  loans  from  the  Venezuelan  Finance 
Ministry  and  the  Parliament. 

SMALL  U.S.  FIRMS  BENEFIT  FROM  HARZA'S  SUCCESS 

The  terms  of  the  Ex-Im  Bank  guarantee  stipulated  that  all  supplies  purchased 
under  the  loan  be  sourced  in  the  United  States.  As  procurement  manager, 
Harza  was  able  to  identify  dozens  of  large  and  small  American  firms  that 
were  subcontracted  to  build  the  Hueque  Dam  and  various  Venezuelan  water 
facilities.  In  addition  to  engineering  and  design  services,  these  U.S.  contracts 
cover  a  wide  range  of  industries  from  water  treatment  equipment  and 
maintenance  trucks  to  computers,  electricity  generators  and  communications 
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products.  And  the  export  potential,  as  illustrated  by  the  following  small  firm 
success  stories,  continues  to  grow. 

•  Laval  Underground  Survey,  a  small  California  firm,  expanded  its 
exposure  to  Latin  American  markets  by  making  its  first  government  sale 
of  video  surveying  equipment  to  the  Ministry.  At  the  recommendation  of 
Harza,  Laval  entered  into  a  $90,000  contract  and  won  three  follow-on 
contracts  worth  an  additional  $270,000.  According  to  Laval,  this  sale 
opened  markets  that  were  difficult  to  penetrate  and  gave  them  the 
confidence  to  pursue  new  international  clients. 

•  Through  Harza,  Columbiana  Boiler  Company  of  Ohio  made  its  first  sale  of 
chlorine  transportation  tanks  to  the  Venezuelan  government  on  the 
Hueque  project.  Columbiana  went  on  to  win  several  follow-on  contracts 
with  sales  totaling  approximately  $2.2  million.  Columbiana  viewed  these 
contracts  as  not  only  an  important  revenue  source,  but  a  vital  contribution 
to  the  provision  of  safe  drinking  water  for  millions  of  Venezuelans. 

•  Houston's  Girard  Industries  manufactures  internal  pipeline  cleaners. 
This  17-person  firm  won  a  $100,000  contract  with  Harza  to  sell  products 
that  clean  water  pipelines  and  has  another  $150,000  in  contracts  pending. 
These  sales  represented  a  significant  portion  of  Girard's  international 
business  for  that  year. 

•  California-based  McLellan  Equipment,  with  50  employees,  sold  water  and 
mechanic  service  trucks  for  the  Harza  water  projects.  These  contracts, 
valued  at  $3.6  million,  represented  a  sizable  portion  of  the  firm's  sales  and 
were  especially  important  since  approximately  60  per  cent  of  McLellan's 
business  is  now  generated  overseas  as  domestic  markets  dwindle.  In 
addition  to  continuing  work  in  Venezuela,  with  $500,000  in  truck  sales 
still  pending,  McLellan  is  now  teaming  up  with  Harza  to  carry  out  a  TDA 
funded  feasibility  study  in  Gaza. 

CONCLUSION 

Feasibility  studies  are  the  core  of  TDA's  program.  The  Harza  story 
exemplifies  how  important  TDA  studies  are  to  financial  institutions  and  how 
essential  it  is  that  American  businesses  become  involved  on  the  front-end  of 
a  project's  development. 

The  Hueque  Dam  and  its  accompanying  water  supply  systems  were  built  and 
fully  operational  within  three  years  of  Venezuela's  application  to  TDA  for  the 
feasibility  study  grant.  On  the  basis  of  one  successful  $200,000  study,  Harza 
won  a  multi-million  dollar  follow-on  contract  for  Hueque.  The  Ministry  was 
so  pleased  with  the  results  of  this  project  that  Harza  was  awarded  two 
additional  TDA  grants  for  water  studies  in  Venezuela,  ultimately  bringing 
home  those  follow-on  contracts  as  well.  Harza,  in  effect,  led  the  way  for 
numerous  U.S.  equipment  suppliers  to  expand  their  sales  overseas,  resulting 
in  over  $150  million  in  new  U.S.  exports. 
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The  Venezuelan  government  was  also  impressed  by  their  experience  with 
TDA,  Harza,  and  other  American  businesses.  Already  they  have  begun 
additional  water  supply  and  environmental  projects  with  TDA  and  other  U.S. 
companies,  including  Bechtel  and  Tudor.  The  Venezuelan  Ministry  of 
Health  is  also  working  with  TDA  and  U.S.  medical  suppliers  of  goods  and 
services  on  the  modernization  of  the  country's  public  health  care  system. 

The  U.S.  Trade  and  Development  Agency  continues  to  look  for  opportunities 
where  we  can  help  companies  such  as  Harza  Engineering  secure  contracts  for 
major  international  development  projects  and  smaller  firms  like  McLellan 
Equipment,  Columbiana  Boiler  Company,  Laval  Underground  Survey,  and 
Girard  Industries,  which  are  eager  to  expand  their  markets  overseas. 

For  more  information  on  how  the  U.S.  Trade  and  Development  Agency  can 
assist  your  firm,  contact  our  Rosslyn,  Virginia  offices  at  (703)  875-4357. 


TDA  extends  its  appreciation  to  the  staff  at  Harza  Engineering,  McLellan 
Equipment,  Columbiana  Boiler  Company,  Laval  Underground  Survey, 
Girard  Industries,  and  Venezuela's  former  Minister  of  the  Environment  and 
Renewable  Natural  Resources  for  their  assistance  in  this  study. 
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STATEMENT  OF 

MARIA  LUISA  HALEY 

DIRECTOR 

EXPORT- IMPORT  BANK  OF  THE  UNITED  STATES 

BEFORE  THE 

SUBCOMMITTEE  ON  PROCUREMENT,  EXPORTS,  AND 

BUSINESS  OPPORTUNITIES 

COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 


March  29,  1995 


Mr.  Chairman,  Members  of  the  Subcommittee: 

It  is  my  pleasure  to  appear  before  you  and  the  Subcommittee 
in  my  capacity  as  a  member  of  the  Board  of  the  Export -Import  Bank 
of  the  United  States  (Ex-Im  Bank).   I  am  the  Director  designated 
with  the  specific  responsibility  for  small  business  activities 
for  the  Bank.   Thank  you  for  this  opportunity  to  discuss  the 
financing  programs  Ex-Im  Bank  has  available  to  support  small 
business . 

Over  the  last  seven  years,  U.S.  exports  have  contributed  to 
over  one-third  of  U.S.  economic  growth  with  over  seven  million 
American  jobs  being  related  to  exports  and  millions  more 
dependent  upon  the  overall  economic  activity  generated  by  export 
trade.    Thus,  U.S.  exports  are  playing  a  crucial  role  in  driving 
our  economy.   As  the  largest  segment  of  the  U.S.  employment  base, 
small  and  medium-sized  companies  are  a  very  crucial  element  of 
this  growth.    In  FY '93  alone,  small  businesses  created  around 
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71%  of  the  1.9  million  jobs.   But,  despite  the  size  of  this 
market,  the  majority  of  exports  still  come  from  larger  companies. 

Because  of  the  integral  role  U.S.  exports  play  in  the       '  ' 
overall  health  and  well-being  of  our  economy,  this  Administration 
is  committed  to  expanding  all  U.S.  exports,  small  and  large.   As 
a  result  of  this  Administration's  trade  initiative,  a  National 
Export  Strategy  was  established  to  strengthen  the  framework  of 
our  export  promotion  efforts.   Through  the  Trade  Promotion 
Coordinating  Committee  (TPCC)  which  was  mandated  by  Congress  we 
have  made  progress  in  this  effort.   We  have  established  a  well- 
coordinated  plan  that  assists  all  U.S.  firms,  small  and  large,  in 
competing  for  major  government  contracts  worldwide.   We  have 
eliminated  duplication,  streamlined  and  harmonized  Federal  export 
trade  promotion  programs.    Small  business  was  a  major  focus  of 
all  of  these  efforts. 

Spurred  by  the  goals  of  the  TPCC,  Ex-Im  Bank  has  also  made 
program  and  policy  changes.   All  of  these  changes  we  hope  will 
help  in  achieving  this  Administration's  goal  of  $1  trillion 
exports  by  the  beginning  of  the  next  decade  and  production  of 
over  6  million  new  jobs;  many  of  which  will  come  from  small 
businesses . 

Ex-Im  Bank's  mission  is  to  create,  maintain  and  support 
high-paying  jobs  here  in  the  United  States.   We  do  so  by 
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financing  U.S.  exports  when  the  private  sector  cannot  or  will  not 
provide  the  necessary  financing,  or  to  meet  subsidi2ed  financing 
from  foreign  governments.   We  take  risks  the  commercial  sector 
will  not  assume  --  primarily  in  the  big  emerging  markets  in  the 
developing  world.   We  provide  leadership  and  guidance  in  export 
financing  to  the  U.S.  exporting  and  banking  communities  and  to 
foreign  borrowers.   Finally,  we  actively  assist  small  and  medium- 
sized  businesses  increase  their  exports.   Exports  mean  jobs, 
higher-paying  jobs  and  a  better  standard  of  living. 

However,  accomplishing  this  mission  for  small  business  has 
required  dedicated  work.    The  two  major  impediments  to  small 
business  exports  are  access  to  marketing  information  and  finance. 
In  addition,  exporters  are  not  always  able  to  access  trade 
finance  through  commercial  sources.   Thus,  Ex-Im  Bank  financing 
is  absolutely  critical.   Over  the  past  year  and  a  half,  one  of 
Ex-Im  Bank's  primary  goals  was  to  improve  our  support  for  small 
business.   We  have  upgraded  the  financial  products  we  offer  and 
expanded  our  accessibility  for  small  businesses. 


Reinventing  Ex-Im  Bank 

Because  of  the  enormously  changed  global  environment,  Ex-Im 
Bank  has  undertaken  a  course  of  change- -to  meet  and  keep  our  U.S. 
exporters  competitive.   This  course  has  been  geared  to  three 


155 


specific  goals:   superior  customer  service,  making  a  difference 
by  providing  support  where  it  is  most  critical  for  U.S.  exports, 
and  providing  Americans  with  good  value  for  U.S.  taxpayer 
dollars. 

Small  Business 

This  has  been  a  pivotal  year  for  Small  Business  for  Ex-Im 
Bank.   Small  business  has  become  a  key  area  of  change  and  focus 
for  Ex-Im  Bank's  export  financing  efforts.   Through  program  and 
policy  changes  resulting  from  "Re- Inventing" ,  we  are  achieving 
greater  accessibility,  utilization  and  efficiency  of  our  small 
business  programs.   First  and  foremost,  small  business  has  been 
mainstreamed  throughout  Ex-Im  Bank's  Business  Development  and 
Export  Finance  Groups.   We  also  now  have  a  toll  free  number,  1- 
800-565-EXIM,  for  quick  and  easy  access  to  Ex-Im  Bank  and 
information  about  our  services.   This  has  been  extremely 
beneficial,  especially  to  small  and  medium-sized  businesses.   In 
addition,  Ex-Im  Bank  has  strengthened  our  program  support  at  all 
stages  of  the  financing  cycle. 

For  pre-export  financing,  we  have  improved  our  working 
capital  guarantee  program  so  that  banks  find  it  more  attractive. 
Pre-expcrt  financing  is  short-term  financing  used  to  build  the 
inventory  needed  to  fulfill  export  opportunities.   We  have  also 
instituted  a  new  delegated  authority  program  so  that  qualified 


156 


lenders  can  commit  our  guarantee  for  up  to  $2  million  per 
borrower.   Delegated  authority  has  allowed  small 
exporters  to  receive  financing  commitments  locally  and  quickly 
and  enabled  delegated  lenders  to  market  our  programs 
aggressively.    We  have  harmonized  our  programs  with  the  Small 
Business  Administration  (SBA) ,  which  will  make  local  access  to 
the  programs  easier  for  small  businesses.   In  addition,  we  have 
expanded  our  Priority  Lender  Program,  which  improves  the 
processing  time  on  Working  Capital  Guarantee  transactions  of  up 
to  $5  million. 

As  a  result  of  program  enhancements,  FY '94  was  a  record  year 
for  the  Working  Capital  Guarantee  Program.   Ex-Im  Bank  approved 
164  final  commitments  totalling  $181  million.    We  are  predicting 
an  even  better  year  for  FY' 95  with  authorizations  totalling  $300 
million,  a  66%  increase  over  FY' 94,  an  all-time  high.   For  the 
first  six  months  of  FY '95,  we  have  authorized  $107  million 
working  capital  guarantees.   A  large  percentage  of  this  increase 
is  attributed  to  delegated  authority  to  the  banks.   To  date,  Ex- 
Im  Bank  has  approved  delegated  authority  for  4  5  commercial  banks. 


To  expand  the  availability  of  pre-export  financing,  Ex-Im 
Bank  has  also  arranged  for  the  Private  Export  Funding  Corporation 
(PEFCO) ,  a  consortium  of  commercial  banks,  to  be  available  to 
purchase  the  Ex-Im  Bank  guaranteed  portion  of  the  working  capital 
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loans,  thereby  increasing  liquidity  in  the  market.   Moreover, 
PEFCO  on  a  pilot  basis  will  operate  as  a  lender  of  last  resort  so 
that  qualified  exporters  who  cannot  get  financing  will  be  able  to 
obtain  financing  with  PEFCO ' s  assistance.   As  of  this  month, 
PEFCO  has  begun  to  transact  business  under  their  Small  Business 
Program. 

We  have  also  revised  our  Small  Business  Insurance  Policy  and 
the  Umbrella  Policy.   These  policies  assist  exporters  with  less 
export  experience  and  lower  annual  shipments.   They  also  have  i 
higher  levels  of  coverage  and  numerous  enhancements  to  meet  the 
special  needs  of  the  small  business  exporter.   To  expand  the  use 
of  these  policies,  we  have  increased  the  overall  export  credit 
sales  volume  limit  from  $2  million  to  $3  million.   In  addition, 
we  embarked  on  an  aggressive  outreach  program  to  insurance 
brokers  providing  them  with  training  and  increased  commissions . 

As  a  result  of  our  enhancements  to  our  small  business 
insurance  programs,  we  have  a  26%  increase  in  insureds,  and  a  43% 
increase  in  shipments  under  the  two  special  policies  in  FY' 94. 
The  total  small  business  insurance  activity  for  1994  was  76% 
insureds,  and  47%  of  shipments.   Small  business  insurance 
activity  totaled  $1.3  billion  in  FY' 94. 

The  first  quarter  insurance  numbers  for  FY' 95  indicate  that 
exporter  policies  are  up  about  4%  and  exporter  shipments  are  up 


6.5%  to  $458  million.    .,  .   .     «   '  . 

As  a  result  of  Ex-Im  Bank's  many  program  changes  and 
enhancements,  Ex-Im  Bank  in  FY' 94  authorized  over  $1.7  billion  in 
small  business  financing  comprised  of  1,261  transactions.   We 
have  also  determined  that  we  assisted  110  small  businesses  under 
our  Working  Capital  Guarantee  Program  and  at  least  157  small 
businesses  under  the  insurance  program  that  had  never  previously 
used  any  of  the  Bank's  programs.   These  program  enhancements  and 
changes  have  assisted  more  small  businesses  enter  and  compete  in 
the  global  marketplace.   But,  we  have  just  started.   We  believe 
FY '95  will  see  even  greater  utilization  of  our  programs  by  small 
business.       ^  -  .     ■  ■   ;      ■-     C". 

Tied  Aid       ...,  .  .,  .>^  ■     '      '  ■>  -". 

The  Bank's  new  tied  aid  policy  which  went  into  effect  in 
April,  1994,  provides  special  support  to  small  businesses  that 
face  tied  aid  competition.   The  new  tied  aid  policy  enables  Ex-Im 
Bank  to  aggressively  match  foreign  tied  aid  credits  in  critical, 
emerging  markets  where  there  is  the  possibility  of  follow-on 
business.  .    .        ,-  y    i. 

Since  April,  Ex-Im  Bank  has  offered  to  match  actual  or 
potential  foreign  tied  aid  offers  for  22  separate  foreign 
projects,  involving  roughly  $990  million  on  potential  U.S.  export 
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sales.   Of  these  22  transactions,  11  involved  U.S.  small  business 
exporters  as  applicants.     .^.       <  m      ,i 

Small  Business  Outreach  ...         •    • 

To  focus  attention  on  the  many  positive  changes  and 
enhancements  to  the  small  business  working  capital  guarantee 
program  and  to  reach  out  to  the  banking  community,  Ex-Im  Bank  and 
SBA  in  late  September  and  October  of  1994  undertook  a  major 
campaign  or  "rollout"  effort  to  the  thirteen  cities.   Both 
agencies  highlighted  their  new  initiatives  for  small  business. 
We  provided  information  on  the  pre-export  financing  program, 
delegated  authority,  the  new  guarantee  agreement,  as  well  as 
insurance  programs  and  Overseas  Private  Investment  Corporation 
(OPIC)  and  Trade  and  Development  Agency  (TDA)  programs.   The 
half-day  program  also  allowed  time  for  individual  counseling. 

The  seminars  were  aimed  at  the  banking  community  since  they 
are  our  primary  distribution  mechanism.   The  response  to  the 
rollout  was  greater  than  expected  with  over  1,300  bankers 
attending.   We  believe  this  effort  was  a  complete  success. 

At  Ex-Im  Bank,  outreach  to  small  business  is  a  top  priority. 
We  have  asked  the  Ex-Im  Bank  Advisory  Committee  to  focus  on  small 
business  issues  as  their  main  theme  for  1995.   Furthermore,  we 
will  once  again  focus  on  small  business  during  the  upcoming  Ex-Im 


Bank  Annual  Conference  in  May.   We  are  increasing  outreach 
through  direct  mail  and  training  to  associations  such  as  the 
National  Association  of  Manufacturers  (NAM) ,  the  Capital 
Equipment  Exporters  Council  (CEEC) ,  the  Small  Business  Exporters 
Association  (SBEA) ,  the  Bankers'  Association  for  Foreign  Trade 
(BAFT),  the  U.S.  Chamber  of  Commerce,  and  the  American 
Electronics  Association  (AEA) . 

City/State  Program  ; 

Small  business  owners  have  difficulty  accessing  information 
from  Washington.    Beginning  in  1989,  Ex-Im  Bank  initiated  the 
Ex-Im  Bank  City/State  program.   We  educate  state  and  local 
officials  in  Ex-Im  Bank  programs  so  they  can  be  a  local  resource 
for  smaller  exporters.   Exporters  can  obtain  information  and 
assistance  on  Ex-Im  Bank  programs  without  leaving  the  state. 

There  are  now  31  participants  in  the  Ex-Im  Bank  City/State 
program.   In  calendar  year  19  94,  Ex-Im  Bank  supported  in  excess 
of  $300  million  in  U.S.  exports  through  this  outreach  effort. 
The  partnership  may  grow  to  34  locations  by  the  end  of  this  year 
and  volume  could  be  in  the  range  of  $500  million  annually.   This 
partnership  will  work  hand  in  hand  with  the  U.S.  Export 
Assistance  Centers  being  opened  throughout  the  country.   We 
believe  this  cooperation  among  Federal,  State  and  private  sector 
entities  holds  great  promise  and  will  enable  smaller  exporters  to 
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access  locally  more  services  than  ever  before. 

Trade  Promotion  Coordinating  Committee  (TPCC)  and  USEACS 

In  addressing  the  different  export  needs  of  small  business, 
the  TPCC  created  the  U.S.  Export  Assistance  Centers  (USEAC) ,  or 
one -stop  shops.   The  USEACs  provide  export  counseling, 
information  on  sales  opportunities  in  international  markets,  and 
easy  access  to  government  export  financing  programs. 

The  USEACs  provide  all  Federal  export  promotion  and  trade 
finance  programs  in  a  central  location,  including  resources  from 
Ex-Im  Bank,  the  Department  of  Commerce  and  the  SBA.   The  USEACs 
also  integrate  federal  services  with  other  local,  state,  and 
private  sector  providers.   Ex-Im  Bank  staff  and  City/State 
partners  are  an  integral  part  of  the  new  USEACs. 

Four  USEACs  are  currently  operating  in  Baltimore,  Miami, 
Chicago  and  Long  Beach.   Ex-Im  Bank  co- located  staff  in  the 
Chicago  and  Miami  USEACs  because  Ex-Im  Bank  Regional  Offices  were 
already  operating  in  those  cities.   Ex-Im  provided  support  to  the 
Long  Beach  and  Baltimore  USEACs,  the  remaining  two  original 
sites,  on  an  as  needed  basis.   The  success  of  this  program  is 
exemplified  by  the  Baltimore  USEAC.   Since  January  1994,  the 
Baltimore  USEAC  has  generated  about  $50  million  in  export 
transactions,  working  in  cooperation  with  the  Ex-Im  Bank 


city/state  partner  for  Maryland.    By  the  end  of  this  calendar 
year,  the  participating  agencies  have  scheduled  to  open  eleven 
more  regional  USEACs .   There  will  be  26  smaller  district  USEACs 
operated  and  staffed  by  the  U.S.  Department  of  Commerce. 

:]-■.,  IJ  ij'I>    ,   .  :  .,.-.■.   .  .   ,    f    .    f;   .  .     -  iw   ., 

The  TPCC  is  also  able  to  help  companies  located  in  cities 
and  states  without  USEACs  or  Commerce  District  Offices. 
Companies  can  access  U.S.  Government  export  assistance  through 
the  Trade  Information  Center,  located  in  the  U.S.  Department  of 
Commerce  by  telephoning  the  TIC  at  1-800 -USA-TRADE  for 
information  on  export  counselling;  seminars/conferences;  foreign 
markets;  overseas  buyers;  export  financing;  and  technical 
assistance.  •     ="■  .->-■       ■         ■•     t  *-■  '^-^ 


Conclusion  .   -   i  .a     .   - 

Increased  exports,  from  all  companies  whether  they  are  small 
or  large,  will  strengthen  our  economy  and  our  international 
competitiveness.   They  are  key  to  our  economic  growth,  health 
and  well-being  through  better  high-paying  jobs  and  standard  of 
living.   Small  and  medium-sized  business  exports  are  a  crucial 
element  of  this  equation  for  they  represent  the  largest  base  of 
U.S.  employment  and  are  responsible  for  an  increasingly  larger 
share  of  U.S.  exports.   But,  the  biggest  obstacles  these 
companies  face  are  lack  of  awareness  of  and  access  to  government 
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financing  programs.   Ex-Im  Bank  has  revised  our  small  business 
program  to  service  this  sector  better  and  attract  a  broader 
spectrum  of  lenders  into  the  market.    And,  we  are  continuing  to 
look  for  better  strategies  to  expand  our  support  of  small 
business  exports. 

Although,  the  Federal  Government  as  a  whole  has  made  great 
progress  in  coordinating  and  assisting  small  businesses  much  more 
needs  to  be  done.    Through  the  TPCC's  continued  efforts  of 
cooperation  and  coordination,  I  think  much  more  will  be  achieved 
for  small  business  in  the  months  to  come. 

Mr.  Chairman,  I  will  be  happy  to  answer  any  questions 
that  you  or  any  member  of  your  Subcommittee  may  have  at  this 
time. 


164 


ASSISTING  SMALL  AND  MEDIUM  SIZED  BUSINESSES  FIND  EXPORT 
OPPORTUNITIES  AROUND  THE  WORLD 


\ 


Testimony 


Charies  F.  Mdssner 
Assistant  Secretary  of  Commerce 
for  International  Economic  Policy 


Brfore 

the  House  Small  Business  SubcMnmittee 

on 

Procnrement,  Esqports,  and  Buaness  Opp<Nrtnnitks 


March  29,  1995  -  10:00  A.M. 
2359  Raybum  HOB 


165 


EXECUTIVE  SUMMARY 


Mr.  Chairman,  members  of  the  House  Small  Business  Subcommittee  on  Procurement, 
Exports,  and  Business  Opportimities  -  good  morning.  My  name  is  Charles  Meissner, 
Assistant  Secretary  of  Commerce  for  International  Economic  Policy,    part  of  the 
International  Trade  Administration.    It  is  a  pleasure  to  be  here  today  with  my  colleagues  to 
outline  how  my  unit  contributes  to  Commerce's  overall  effort  to  support  small  business 
exports. 

This  is  my  first  opportunity  to  offer  testimony  before  the  104th  Congress  and  it  is 
appropriate  that  I  begin  with  this  hearing  on  helping  small  business  find  export 
opportunities,  because  the  vast  majority  of  businesses  with  wiiich  we  work  are  small  and 
medium  sized  firms.  The  Office  of  International  Economic  Policy  (lEP)  has  a  number  of 
services  which  dramatically  reduce  the  time  and  the  cost  it  takes  small  and  medium  sized 
businesses  to  enter  the  global  marketplace. 

What  BEP  Does:  The  first  question  which  you  may  ask  is  "what  International  Econoniic 
Policy  (lEP)  does"?    lEP,  with  expertise  in  nearly  200  countries,  provides  U.S.  businesses, 
policy  makers  and  legislators  with  critical,  in-depth  country-by-country  expertise.    This 
expertise  is  vital  to  U.S.  businesses,  particularly  small  and  medium-sized  businesses,  which 
often  do  not  have  the  funds  or  the  time  to  conduct  extensive  market  research  when 


anempting  to  enter  or  expand  into  world  markets. 

lEP  also  works  to  expand  access  to  overseas  markets  for  U.S.  goods  and  services,  increase 
U.S.  exports,  enhance  worldwide  protection  of  intellectual  property  rights  and  U.S. 
investment,  and  promote  U.S.  commercial  policy.    To  remove  international  commercial 
barriers,  lEP  develops  policy  positions  in  close  coordination  with  USTR  and  other  agencies, 
to  benefit  U.S.  business  interests  in  multilateral  negotiations  and  bilateral  consultations. 

Hundreds  of  U.S.  businesses,  especially  small  and  medium-sized  firms,  regularly  contact 
the  country  specialists  in  lEP  for  information,  advice,  and  assistance  on  doing  business  in 
specific  markets  around  the  world.    Desk  officer  knowledge,  experience,  and  access  to  up- 
to-date  trade  policy  and  market  information,  including  interpreting  tariffs  and  other  trade 
regtilations  makes  lEP's  desk  officers  a  unique  resource  for  U.S.  exporters.    Most   users  are 
small  firms  which  have  no  viable  alternative  means  of  obtaining  this  information. 

Another  important  function  is  the  country  desk  role  in  marshalling  State  Department, 
USTR,  embassy.  Foreign  Commercial  Service  and  other  resources  to  combat  specific 
barriers  U.S.  companies  frequently  encounter  in  foreign  markets. 

lEP  handles  several  hundred  thousand  requests  for  information  and  assistance  from  U.S. 
businesses  every  year  -  over  80  percent  from  small  and  medium  size  firms.  Commerce's 
District  Offices,  run  by  the  U.S.  and  Foreign  Commercial  Service,  refer  complex  country- 
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specific  questions  to  lEP's  desk  officers  on  a  regular  basis,  and  the  desk  officers  are  the 
"resident  experts"  used  by  state  governments,  individual  companies,  and  other  information 
providers. 

lEP  is  about  half  way  through  putting  into  place  new  fax-on-demand  systems  that  reduce 
desk  officer  input  time  and  dramatically  boost  the  availability  of  market  access  information 
to  small  business  exporters  24  hours  a  day,  seven  days  a  week.    For  example,  in  FY  1994, 
the  NAFTA  fax  system  sent  approximately  200,000  documents,  the  Newly  Independent 
States  (NTS)  and  East  Europe  system  some  330,000.    The  majority  of  the  documents  went 
to  small  and  medium  sized  businesses,  which  would  have  had  no  other  way  to  economically 
assemble  market  information  critical  to  doing  business  in  a  new  market. 

Another  recently  developed  lEP  service,  primarily  for  small  business  users,  is  CEEBICNet, 
an  Internet  home  page  which  provides  instant  access  to  Central  and  Eastern  European  trade 
and  investment  information  and  trade  leads. 

There  has  been  great  demand  from  small  and  medium  enterprises  for  information  on  how 
the  complex  Uruguay  Round  and  World  Trade  Organizatioa  (WTO)  negotiations  affect 
tariffs  and  other  market  access  factors.  The  demand  for  information  on  the  North  American 
Free  Trade  Agreement  (NAFTA)  is  equally  strong  and  growing.  To  assist  the  tens  of 
thousands  of  requests  from  U.S.  businesses,  IE?  has  installed  automated  fax  information 
services  in  these  two  critical  areas,  saving  small  enterprises  time  and  dollars  to  access  the 


market  information  they  need.  ■/."■-!   '    u     S^.!    .  (!(.>•,,,;,> 

If  we  assist  small  business,  in  terms  of  our  fax-on-demand  systems  in  a  dramatic  way,  we 
believe  that  the  support  small  businesses  receive  from  our  "high  tech"  information  centers 
is  equally  dramatic  in  terms  of  the  time  and  the  cost  the  centers  save  small  enterprisess. 

Through  the  country  experts  in  our  five  information  centers,  lEP  provides  comprehensive 
counseling  to  small  businesses  which  are  interested  in  entering  special  regions.  These 
regions  include  the  Newly  Independent  States  (former  Soviet  Union),  Eastern  Europe, 
Latin/ American  Caribbean,  Japan,  and  Northern  Ireland/Ireland.  Business  counselors 
provide  information,  contacts,  and  trade  leads  to  U.S.  companies  interested  in  doing 
business  in  these  areas.    These  centers  are  a  model  for  a  more  "user-friendly"  way  to 
provide  critical  market  and  government  information  including,  information  from  Trade 
Development  and  the  US&FCS.  And  they  are  generating  results.  The  Business  Information 
Center  for  the  Newly  Independent  States,  BISNIS,  for  instance,  has  assisted  U.S.  companies 
in  realizing  sales  worth  more  than  $1  bilUon  since  it  was  organized  in  1992. 

I  would  like  to  give  you  two  specific  examples  of  how  the  information  centers  work  in 
support  of  smadl  business. 

The  Japan  Expnirt  Information  Center  (JEIC)  assisted  the  Kirby  Company  in  obtaining 
information  on  vacuum  sales  in  Japan.    During  the  consultation  and  follow-up  discussions, 
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the  JEIC  provided  extensive  information  on  current  product  types  and  sales,  consumer 
product  regulations,  retail  outlets  and  other  distribution  related  questions.    With  this 
assistance,  the  Kirby  Company  developed  a  sales  strategy  for  Japan,  employed  local 
marketing  staff,  and  began  developing  a  distribution  network  for  their  product.    Despite  the 
fierce  competition  in  the  consumer  electonics  market  in  Japan,  Kirby  recorded  initial  sales 
of  their  high  end  product  line  of  vacuiuns  at  the  end  of  1994. 

A  small  Pennsylvania  firm  has  signed  an  agreement  with  a  Romanian  company  to  distribute 
miniature  golf  equipment  as  a  result  of  a  listing  in  Eastern  Europe  Looks  for  Partners,  a 
CEEBIC  publication  brought  to  the  company's  attention  by  our  CEEBIC  information  center 
staff. 

Another  innovative  way  we  assist  small  business  is  through  Commerce's  Special  American 
Business  Internship  Training  (SABIT)  program  which  provides  hands-on  business  training 
in  U.S.  fums  to  managers  and  scientists  from  the  NIS  (later  this  spring  a  similar  program 
will  be  in  effect  with  five  interns  coming  from  Northern  Ireland  and  Ireland).  The  SABIT 
program  was  designed  specifically  to  provide  funding  to  small  and  medium  sized  firms 
interested  in  pursuing  ventures  in  the  NIS  market.    To  date  more  than  200  U.S.  businesses 
(70%  small  businesses)  have  participated  in  the  the  SABIT  program  and  60%  report 
ongoing  business  relationships  and  scientific  collaborations  with  their  interns.    Dozens  of 
joint  ventures,  distributorships,  and  contracts  have  resulted  in  approximately  $10  million 
dollars  in  U.S.  export  revenues  since  the  program  began. 
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One  example  of  a  SABIT  successful  venture  is  that  of  AeroMap,  a  small  photographic 
consulting  firm  which  established  a  joint  venUire  limited  liability  partnership  with  their 
SABIT  intern's  employer,  the  Novosibirsk  Institute  of  Engineers  of  Geodesy,  Aerial 
Survey,  and  Cartography.    The  goal  of  the  joint  venture  is  to  pursue  commercial  surveying 
and  mapping  opportunities. 

Another  small  construction  company  in  Missouri  which  participated  in  the  SABIT  program, 
intends  to  create  a  joint  venture  with  their  intern  to  develop  housing  construction  and 
renovation  programs  in  Kharkov,  Ukraine  using  the  company's  system  for  cast  and  place 
concrete. 

I  have  touched  on  some  of  the  sources  of  assistance  lEP  provides  to  small  business  in  my 
oral  testimony  this  morning.  On  the  following  pages,  I  have  elaborated  in  more  detail,  some 
of  lEPs  specific  services,  ways  in  which  we  help  small  business,  and  other  examples  of 
small  business  success  in  the  international  marketplace.    It  is  clear,  with  the  thousands  of 
small  companies  with  which  we  work  every  year,  that  the  entrepreneurial  spirit  is  alive  and 
well.    I  would  be  glad  to  take  any  questions  which  you  may  have  at  the  appropriate  time. 
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INTRODUCTION 


The  Office  of  International  Economic  Policy,  through  the  expertise  of  its  country  desk 
officers,  works  to  expand  access  to  overseas  markets  for  U.S.  goods  and  services,  increase 
U.S.  exports,  enhance  worldwide  protection  of  intellectual  property  rights  and  U.S. 
investment  and  promotes  U.S.  commercial  policy.    lEP  offers  a   number  of  services  to 
small  business  which  dramatically  reduce  the  time  and  the  cost  it  takes  to  enter  the  global 
marketplace.    lEP's  country  experts  assist  U.S.  small  businesses  through  a  variety  of 
services,  programs  and  initiatives: 

FAX-ON-DEMAND  SYSTEMS 

All  of  the  regional  offices  within  IE?  operate  some  sort  of  fax-on-demand  system.    These 
services  are  particularly  useful  for  small  and  medium  sized  business  assistance  as  they 
provide  quick  and  inexpensive  market  information.    Examples  include: 

CEEBIC  Flash:    A  24  hour  automated  fax  delivery  system  that  provides  qtiick  access  to 
time-sensitive  business  inteUigence.    The  hundreds  of  documents  on  the  system  include: 
export  and  fmancing  information,  current  trade  and  business  opportunities  and  trade  events, 
country  information,  past  and  current  issues  of  the  Eastern  Europe  Business  Bulletin,  and 
past  and  current  issues  of  Eastern  Europe  Looks  for  Partner. 
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BISNIS  Fax  Service:    The  Business  Information  Service  for  the  Newly  Independent  States 
(BISNIS)  uses  an  automated  fax  information  delivery  system,  available  24-hours  a  day,  to 
distribute  critical  market  information,  including  trade  leads,  country  commercial  overviews 
and  information  on  sources  of  fmance.    Small  companies  feel  that  this  service  allows  them 
to  keep  up  with  the  latest  information  without  having  to  incur  the  high  costs  of  private 
information  services.  Over  450  documents  are  available  from  the  BISNIS  flashfax  menu. 
Almost  45,000  calls  were  made  to  the  fax  in  FY94,  averaging  865  inquiries  a  week.  -.^ 

"AMERIFAX"/"NAFTA  FACTS":    Western  Hemisphere's  automated  fax  information 
services  are  used  extensively  by  small  business  because  of  the  accessibility  of  the 
information  and  the  low  cost.   NAFTA  FACTS  in  1994  responded  to  over  70,000  callers 
and  sent  out  over  200,000  documents.    Western  Hemisphere  has  recently  expanded  its  fax- 
on-demand  system  to  incorporate  AMERIFAX,  which  provides  automated  information  on 
the  rest  of  Latin  America. 

JEP  Hotline:    Through  the  Japan  Export  Promotion  (JEP)  Hotline,  the  Japan  Export 
Information  Center  (JEIC)  has  condensed  some  of  the  most  critical  "how  to"  information 
for  easy  access  to  smaller  firms  that  do  not  have  the  time  or  funding  to  tap  into  other 
information  resources.     80%  of  the  JEP  Hotline  calls  serve  small  to  medium  businesses. 
The  JEP  Hotline  is  now  serving  as  the  primary  mechanism  to  broadcast  information  and  bid 
announcements  to  U.S.  fums  regarding  trade  opportunities  resulting  from  the  Kobe,  Japan 
earthquake  reconstruction  efforts,  as  well  as  trade  opportunities  received  from  Japanese 
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companies  seeking  U.S.  suppliers.    Finally,  the  Hotline  provides  information  on  Japanese 
import  promotion  programs  which  provide  services  for  U.S.  finns. 

Both  Asia-Pacific  (AP)  and  Africa  and  the  Near  East  (AhfE)  Office  maintain  similar 
systems  focusing  on  market  oppportunities  and  recent  developments  in  some  of  our  largest 
overseas  markets  including  China,  Korea,  India  and  South  Africa.    The  Office  df 
Multilateral  Affairs  (OMA)  has  established  a  24-hour,  toll  free  Uruguay  Round  Fax  i,. 

Retrieval  Hotline  for  private  sector  inquiries.         ,,  ;  •■  ^.     •        .  .  -j  t  ...  ,.:, 

Worldwide  coverage  wiU  be  available  later  this  year.  .    „  '.      . .._  , .     . 


INFORMATION  CENTERS  ' 

Services  such  as  BISNIS,  CEEBIC  and  the  JEIC  provided  by  our  several  special 
information  centers,  have  been  called  the  "lifeline  to  international  trade"  for  small 
companies  in  the  United  States.    These  "one-stop  shop"    information  centers  have  opened 
doors  to  thousands  of  small  U.S.  companies  interested  in  exporting  to  areas  with  new  or 
special  opportimites.    These  information  centers  provide  information  not  available  from     ., 
alternative  sources.  They  include: 

CEEBIC:    The  Central  and  Eastern  Europe  Business  Information  Center  (CEEBIC)  offers 
a  variety  of  services  to  the  U.S.  business  commimity  to  facilitate  trade  and  investment 
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between  the  U.S.  and  Eastern  Europe.    This  one-stop  center  for  economic  and  commercial 
information  on  Eastern  Europe  opened  in  January  1990,  and  has  assisted  more  than  150,000 
small  and  medium  sized  businesses  with  questions  about  this  growing  market. 

CEEBIC's  international  trade  specialists  provide  business  counselling  to  U.S.  companies 
with  specific  inquiries  about  expanding  into  Central  and  Eastern  Europe.    Available 
information  includes: 

Trade  and  investment  regulations  and  incentives;  ■;■  ■      ' 

Economic  and  commercial  overviews; 

Best  prospects  for  trade  and  investment; 

Upcoming  trade  promotion  events,  seminars,  and  conferences; 

Lists  of  potential  trade  partners;  and 

Governmental,  commercial,  and  fmancial  contacts.  , . 

CEEBIC  Publications  and  Services  -; 

The  Eastern  Europe  Business  Bulletin:    This  is  a  monthly  publication  covering  a  wide  range 
of  commercially  relevant  material,  including  country  and  industry  sector  updates,  economic 
profiles  of  specific  cities  and  regions,  governmental  and  non-profit  projects,  programs  of 
interest  to  the  business  community,  and  a  calendar  of  events. 
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Eastern  Europe  Looks  for  Partners:     This  is  a  biweekly  publication  profiling  East 
European  compames  looking  for  U.S.  joint  venture  partners  or  other  types  of  cooperation. 

One  example  of  the  benefits  of  utilizing  this  publication  is  a  small  Virginia  software 
company  and  an  Ohio  telecommunications  equipment  producer  which  responded  to  a 
project  description  in  an  Eastern  Europe  Looks  for  Partners  issue.    The  companies  will  sign 
an  exclusive  agreement  with  a  Czech  company  to  distribute  private  branch  automatic 
exchanges  (PABXs)  and  software  on  the  Czech  market  pending  certification  from  the 
telecommunications  ministry.    Sales  are  expected  to  total  $200,000  in  the  first  year. 

Another  example  of  the  results  of  listing  in  the  publication  is  a  small  Pennsylvania  funtn 
which  has  signed  an  agreement  with  a  Romanian  company  to  distribute  miniature  golf 
equipment. 

Business  Information  Service  for  the  NIS  (BISNIS):    BISNTS  has  made  great  strides  in 
reaching  out  to  small  and  medium  sized  businesses.    BISNIS  provides  information, 
coimseling,  contacts,  and  trade  leads  to  U.S.  companies  Interested  in  doing  business  in  the 
Newly  Independent  States  (NIS)  of  the  former  Soviet  Union.    BISNIS  also  assists  NIS 
companies  in  their  quest  to  fmd  American  partners.    In  FY94,  BISNIS  handled  ahnost 
60,000  inquiries.  Many  U.S.  companies,  including  a  significant  number  of  small  companies, 
have  successfully  entered  the  NIS  markets  as  a  result. 
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Information  Hotline:    BISNIS  provides  information  on  how  to  do  business  in  the  NIS  and 
on  U.S.  government  programs  supporting  trade  and  investment  in  the  region,  including  the 
U.S.  Trade  and  Development  Agency  (IDA),  the  Overseas  Private  Investment  Corporation 
(OPIC),  Eximbank,  and  the  various  enterprise  funds.    For  small  companies,  this  is  their 
only  access  to  information  about  U.S.  Government  sources  of  finance.    BISNIS  fielded  over 
30,000  telephone  calls  in  FY  94,  and  over. 75,000  inquiries  since  opening  in  June  1992. 
Queries  to  the  office  are  high  at  700-900  calls  per  week.  ,^ 

Additionally,    BISNIS  Bulletin  newsletter  is  the  primary  vehicle  for  informing  the  U.S. 
business  community  about  new  U.S.  Government  programs,  trade  missions  and  trade  shows 
supporting  trade  and  investment  in  the  NIS.  Over  19,000  U.S.  companies  receive  the 
publication. 

Matchmaking  Program:    The  BISNIS  Search  for  Partners  newsletter  lists  NIS  companies 
looking  for  U.S.  partners.  For  small  companies,  this  may  be  one  of  their  only  ways  to  make 
contacts  with  NIS  companies  and  they  are  using  the  newsletter  to  do  this.     Several  NIS 
firms  have  become  regular  distributors  for  American  products  after  being  listed  in  the 
Search  for  Partners. 

One  such  transaction  was  with  a  small  Russian  trading  company  with  a  network  of  1  kiosk 
and  5  shops  which  was  featured  in  BISNIS  Search  for  Partners  on  consumer  goods.    The 
Russian  trading  company  received  50  proposals  from  U.S.  fums,  resulting  in  a  small  U.S. 
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company  export  sale  of  $300,000. 

Outreach  to  U.S.  Companies:    Many  U.S.  companies  are  not  aware  of  the  growing 
opportiinities  for  making  money  in  the  former  Soviet  Union.  Exports  of  U.S.  manufactured 
goods  to  the  NIS  grew  9.2%  in  1994  to  more  than  $2.1  billion.    U.S.  exports  of 
manufactured  goods  could  increase  dramatically  over  the  next  decade  if  American 
companies  establish  a  market  presence  now.    BISMS  has  launched  an  effort  to  inform 
American  companies  about  these  opportunities,  the  new  sources  of  fmance,  etc. 

BISNIS  trade  specialists  have  participated  in  conferences  and  seminars  around  the  country 
from  Columbus,  Ohio  to  Anchorage,  Alaska  to  Pittsburgh,  Pennsylvania  and  with  many 
Congressional  Offices  to  help  U.S.  companies  find  the  information  they  need  to  tap  into  the 
growing  opporttmities  in  the  hflS.    As  a  result,  BISNIS  is  imown  and  used  by  thousands  of 
small  companies  to  enter  a  difficult,  but  growing,  market  in  the  NIS.  ..  ,r"'   ..../ 

Business  Development  Committees:    One  of  lEP's  most  successfiil  and  more  recent 
initiatives  in  helping  U.S.  small  business  identiiy  opportunities  and  enter  the  newly 
emerging  markets  of  the  NIS  are  the  Business  Development  Committees  (BDCs).  The 
BDCs  have  emerged  as  the  USG's  most  effective  goverament-to-govemment  mechanism 
for  improving  the  climate  for  American  small  business  in  strategic  NIS  markets.    The  U.S.- 
Russia BDC  co-chaired  by  Secretary  Brown  and  Russian  Deputy  Prime  Minister  Oleg 
Davydov  has  established  working  groups  to  address  market  access,  standards  conformity. 
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and  defense  conversion  issues.  Commerce  has  also  established  BDCs  with  Ukraine, 
Kazakhstan,  and  Belarus. 

JEIC:    The  Japan  Export  Information  Center  (JEIC)  is  the  primary  USG  contact  point  in 
the  United  States  for  U.S.  companies  interested  in  information  on  doing  business  in  Japan. 
The  JEIC  works  as  the  Foreign  Commercial  Service's  Japan's  U.S.  counterpart  to  inform 
U.S.  companies  on  current  trends,  new  trade  promotion  opportunities,  and  contact 
information.    The  JEIC  is  an  essential  resource  for  small  and  medium  firms  which  do  not 
have  the  funding  to  travel  frequently  to,  or  operate  an  office  in  the  complex  Japanese 
market.    Unlike  other  fee-based  services,  the  JEIC  staff  operates  as  a  no-cost  extension  of 
smaller  firms  marketing  resources.    The  JEIC  handles  approximately  150  calls  a  week  and 
estimate  that  approximately  80%  are  small  to  medium  fums  equalling  6,240  annually. 

Asia  Business  Center  (ABQ:    The  Asia  Business  Center  is  being  established  to  give  U.S. 
companies,  especially  small  and  mediiun  size  fums,  the  information  and  assistance  they 
need  to  increase  U.S.  market  share  in  the  Asian  countries  (excluding  Japan).  The  dramatic 
and  ongoing  economic  Uberalization  throughout  Asia  has  significantly  increased  the 
opportimities  for  American  business  and  the  need  for  current  information  on  the  commercial 
environment  in  which  the  companies  must  operate.    The  ABC  is  preparing  an  outreach  plan 
for  small  and  medium  size  companies  to  include  bulletins  answering  the  most  asked 
questions,  electronic  distribution  of  information  through  fax  systems  and  the  National  Trade 
Data  Bank,  seminars,  partnerships  with  multipliers,  and  individual  counseling. 
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HELPING  SMALL  BUSE>fESS  THROUGH  OTHER  INITUTIVES 

The  following  are  a  sample  of  other  programs  or  specific  efforts  which  lEP  has  undertaken 
to  help  U.S.  business,  especially  small  companies  find  new  markets  for  their  exports. 

Bilateral  and  Multilateral  Negotiations:  A  more  open  and  fair  international  commercial    f. 
system  is  often  of  particular  importance  to  small  businesses  which  cannot  match  the  , 

resources,  global  presence,  or  adaptability  of  larger  corporations.  lEP's  Office  of 
Multilateral  Affairs  is  involved  in  ongoing  critical  efforts,  in  cooperation  with  USTR,  to 
reduce  and  eliminate  foreign  trade  and  investment  barriers  facing  U.S.  goods  and  services.  ^ 
These  negotiations,  such  as  the  recently  concluded  Uruguay  Round  of  the  GATT,  set  the 
climate  to  increase  the  competitiveness  of  U.S.  business,  including  small  business,  for  years 
to  come. 

White  House  Conferences  on  Trade  and  Investment:  lEP/Europe  has  been  in  the 
forefi-ont  of  providing  expert  assistance  to  small  and  medium-sized  enterprises.    One 
particular  initiative  provides  these  businesses  with  resources  and  information  to  encourage 
them  to  do  business  in  the  relatively  open  and  diverse  market  of  Europe. 

ff^ite  House  Conference  Initiatives  for  Central  and  Eastern  Europe:    In  cooperation  with 
SEA,  Commerce  is  estabhshing  a  Small  Business  Support  Facility  (SBSF)  geared  to  the 
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needs  of  small  companies.  Announced  by  Secretary  Brown  at  the  January  White  House 
Conference  in  Cleveland,  the  mission  of  the  SBSF  is  to  increase  U.S.  small  business 
exports  and  investment  in  Central  and  Eastern  Europe.    The  Small  Business  Support 
Facility  will  work  with  small  businesses  to  locate  and  secure  trade  and  investment 
opportunities  and  to  advise  these  companies  of  appropriate  sources  of  financing.    The  full 
range  of  U.S.  government  services  for  exporting  already  exists,  but  many  of  these  programs 
were  not  designed  with  the  needs  of  small  business  in  mind.    Commerce's  new  facility  will 
not  create  new  programs,  but  will  make  existing  programs  more  accessible  to  small  firms. 

White  House  Conference  on  Trade  and  Investment  in  Ireland:  Later  in  the  spring  the 
President  will  host  a  conference  in  Washington  on  trade  and  invesment  in  Ireland  to 
increase  U.S.  small  business  exports  and  investment  in  Northern  Ireland  and  the  six  border 
counties  of  the  Republic  of  Ireland.  Ireland  and  Northern  Ireland  are  considered  competitive 
locations  for  U.S.  business  to  establish  a  foothold  in  the  European  market  We  anticipate 
approximately  350  U.S.  small  and  medium  sized  businesses  will  meet  with  about  100 
counterparts  from  Nl/Ireland  to  discuss  strategic  alliances  and  potential  joint  ventures. 

Problem  Solving  and  Advocacy:  The  Japan  Office  exemplifies  the  ability  of  our  country 
experts  to  provide  guidance  and  assistance  to  small  and  medium  sized  companies  with 
specific  commercial  market  access  problems  in  complex  markets  like  Japan.  This  assistance 
includes  representation  on  behalf  of  U.S.  companies  with  appropriate  Japanese  Government 
agencies  and  involved  Japanese  firms  and  organizations. 
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For  example,  the  Office  of  Japan,  initiated  efforts  to  gain  product  approvaJ  for  a  water 
systems  company  which  had  a  problem  with  conflicting  test  results  which  were  preventing 
certification  of  its  filter  system  in  Japan.    Representations  were  made  to  the  Ministry  of 
Health  and  Welfare  in  behalf  of  the  company.    The  office  also  interceded  on  behalf  of  a 
West  Virginia  firm  concerning  the  refusal  of  the  Japanese  local  building  authority  to 
approve  on  site  design  modification  of  houses  under  construction.    The  office  initiated  a      r: 
government  to  government  demarche  to  support  approval  of  the  company's  new  design. 

NAFTA's  Implementation  and  Small  Business:  NAFTA  created  many  new  opportunities 
for  small  businesses.    Prior  to  the  Agreement,  these  firms  often  lacked  the  resources  needed 
to  penetrate  Mexican  trade  barriers  and  regulatory  restrictions.    By  lowering  costs  and 
dissolving  barriers,  NAFTA  makes  it  possible  for  small  companies  to  expand  sales  south  of 
the  border.    Successful  NAFTA  implementation  is  key  to  small  business's  ability  to  export 
to  these  markets.  ., 

The  Export  Mexico  Program,  for  example,  puts  the  resources  and  experiences  of  the 
Department  of  Commerce,  the  U.S.  Embassy,  the  Small  Business  Administration,  and  the 
Export  Import  Bank  undemeath  one  roof.   Our  experts  provide  small  business  with  sector- 
specific  research,  fmance  assistance,  industry  contacts  and  potential  partners  free  of  charge 
or  for  a  slight  fee. 
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Joint  Commission  of  Commerce  and  Trade  (JCCT):  Through  the  vehicle  of  the  JCCT, 
the  China  Office  has  been  working  to  engage  small  and  medium  sized  businesses  in 
participation  in  sectoral  working  groups  on  technologies,  services  and  environmental 
technologies.    Business  development  groups  established  under  these  working  groups  will 
focus  on  expanding  cooperation  to  facilitate  trade.    The  Office  is  also  examining  means  of 
more  aggressively  promoting  cooperation  between  small  and  mediima  sized  companies  in 
the  U.S.  and  their  counterparts  in  ASIA  as  a  way  to  strengthen  U.S.  business  presence  in 
the  region. 

CONCLUSION  ^ 

In  conclusion,  our  services  are  comprehensive  and  designed  to  assist  a  wide  variety  of  U.S. 
small,  medium,  and  larger  companies  find  new  markets  for  their  products  in  traditional  and 
emerging  world  markets.    Small  and  medium  sized  businesses  are  by  far  our  largest  users 
and  the  demand  has  increased  steadily  as  we  reach  more  "export-ready"  businesses  through 
our  fax  systems,  our  information  centers,  our  direct  counseling,  our  seminars  and 
conferences,  and  our  publications.    We  believe  that  we  deliver  high  quality  sendee  to 
hiondreds  of  thousands  of  U.S.  small  businesses  every  year  and  are  pleased  to  share  this 
information  with  you  today.   Thank  you  for  the  opportunity  to  speak.  ' 


r---^<r. 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  thank  you  for  inviting  me  to  testify 
on  the  Small  Business  Administration's  (SBA)  programs  to  help  small  businesses  export. 

Last  month  the  House  Small  Business  Committee  heard  from  three  former  SBA 
Administrators  about  their  experiences  at  the  Agency  and  their  opinions  about  the  success  of 
its  programs.   That  hearing  closed  with  some  remarks  about  the  importance  of  the  SBA's 
International  Trade  Program  to  the  Nation's  economic  future.   The  former  Administrators 
concluded  that  our  Nation's  ability  to  overcome  trade  deficits  rests  firmly  with  the  success  of 
small  business  exporters. 

This  Administration  has  worked  hard  to  provide  small  business  with  the  tools  they 
need  to  succeed  in  the  international  marketplace  because  it  understands  that  small  businesses 
are  vital  to  the  health  of  the  U.S.  economy.    More  than  99  percent  of  all  businesses  in  the 
United  States  are  small  firms,  which  employ  57  percent  of  America's  private  work  force. 
Between  1990  and  2005,  small  firms  are  expected  to  create  about  66  percent  of  all  new  jobs. 

America's  economic  growth  depends  heavily  on  exports,  and  the  ability  to  create 
future  exports  will  depend  heavily  on  small  businesses.   Exports  accounted  for  70  percent  of 
the  growth  in  our  economy  since  1989.    For  every  $1  million  made  available  to  finance 
exports,  20  new  jobs  are  created,  with  a  seven-fold  return  to  the  American  economy. 
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Small  firms  account  for  97  percent  of  the  establishments  involved  in  direct 
merchandise  exporting.   These  small  businesses  employ  more  than  half  the  workers  involved 
in  exporting  and  account  for  63  percent  of  the  dollar  value  of  exported  products. 

Two  years  ago,  the  President's  Trade  Promotion  Coordinating  Committee  (TPCC), 
consisting  of  representatives  from  19  federal  agencies  with  export  responsibilities,  identified 
three  essential  ingredients  that  small  business  exporters  need  to  be  successful.   They  are 
access  to  capital,  advice  and  information,  and  training. 

The  SBA  has  reshaped  its  international  trade  program  to  better  respond  to  each  of 
these  small  business  needs.   In  doing  so,  we  have  been  careful  to  assure  that  the  programs  we 
deliver  do  not  duplicate  the  services  provided  by  other  agencies  within  the  government,  and 
we  have  worked  hard  to  assure  that  we  strengthen  our  public/private  partnerships  to  deliver 
the  best  possible  programs  in  the  most  cost  effective  way.  .       .  v - 

Because  of  its  nationwide  infrastructure,  the  SBA  is  better  able  to  reach  U.S.  small 
businesses  than  other  federal  agencies  or  private  sector  organizations.    Business  counseling, 
technical  assistance  and  financial  assistance  for  small  business  exporters  are  available  through 
the  SBA's  extensive  network  of  district  offices,  the  United  States  Export  Assistance  Centers 
(USEACs),  a  network  of  7000  commercial  lenders,  and  the  SBA's  resource  partners  such  as 
the  Service  Corps  of  Retired  Executives  (SCORE)  and  Small  Business  Development  Centers 
(SBDCs).   The  scope  of  our  resource  partner  network  is  simply  unmatched  anywhere  in  the 
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public  sector  ~  there  are  over  13,000  members  of  SCORE  and  a  network  of  over  900  SBDCs 
that  help  deliver  the  SBA's  programs  to  the  small  business  community. 

Within  the  SB  A,  the  Office  of  International  Trade  (OIT),  with  a  staff  of  eleven 
employees,  serves  as  the  focal  point  for  coordinating  the  delivery  of  our  export  assistance 
programs.   Its  efforts  over  the  last  year  or  so  have  been  re-directed  away  from  general  trade 
promotion  activities  and  towards  the  establishment  of  a  workable  export  finance  program  and 
a  network  of  export  assistance  centers  across  the  country.  •       i     > ..  .  t  •■, 

Export  Financing 

Historically,  the  most  significant  obstacle  to  small  business  exporters  in  putting 
together  a  deal  has  been  the  lack  of  export  financing.   Many  banks  think  smaller  trade  loans 
are  too  risky  and  time-consuming  -  particularly  for  transactions  under  $1  million.   Yet  it  is 
precisely  deals  of  this  size  with  which  small  exporters  need  financing  help. 

Last  year,  to  meet  the  need  of  small  business  exporters,  the  SBA,  with  legislative 
authority  passed  by  the  Congress,  redesigned  its  loan  guarantee  program  to  provide  small 
businesses  with  the  working  capital  necessary  to  support  their  export  transactions.     On 
October  1,  1994,  the  SBA  announced  the  Export  Working  Capital  Program  (EWCP),  and 
began  its  operation  on  a  pilot  basis,  for  a  one  year  period.   In  conjunction  with  the  other  SBA 
loans  available  to  exporters,  this  new  program  will  make  it  easier  for  many  small  firms  to 
obtain  export  financing  and  enter  the  enormous  market  that  awaits  U.S.  exporters  overseas. 
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The  SBA's  new  Export  Working  Capital  Program: 

•  is  "harmonized"  with  Eximbank's  working  capital  program  to  provide  a 
seamless  product  to  all  our  customers  as  their  export  financing  needs  increase. 

•  offers  preliminary  commitments  (PCs)  to  exporters.     The  SBA  reviews  the 
loan  application  and  offers  its  guarantee  up  front.   This  gives  lenders  an 
assurance  that  the  SBA  will  back  the  loans  to  small  exporters,  and  makes  it 
worth  their  while  to  process  the  loan. 

•  allows  lenders  and  small  businesses  to  negotiate  the  fees  and  interest  rates  for 
the  loans. 

•  has  a  simplified,  uniform  application  that  lets  the  exporter  apply  either  to  the 
SBA  or  the  Eximbank,  depending  on  the  loan  amount  requested.    (The  SBA 
guarantees  loans  up  to  $750,000  and  Eximbank  handles  larger  amounts). 

•  uses  uniform  lender's  guides  and  instructions,  which  simplifies  the  process  for 
our  lending  partners. 

•  offers  an  SBA  guarantee  of  90  percent  for  EWCP  loans  and  the  authority  to 
guarantee  standby  letters  of  credit. 

To  ensure  the  success  of  the  Export  Working  Capital  Program,  the  SBA  has 
established  aggressive  goals  at  our  field  offices  for  the  EWCP  and  other  export-related  loans. 
In  addition: 

•  The  SBA  has  trained  over  260  field  staff  nationwide  on  export  financing  in  the 
last  six  months.   The  Agency  has  also  trained  approximately  30  of  our  resource 
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partners  on  our  export  finance  vehicle. 

In  concert  with  Eximbank,  the  SBA  sponsored  a  series  of  one-day  seminars  in 
13  cities  to  explain  our  new  programs  to  the  nation's  commercial  lenders. 
These  were  no-nonsense,  information-packed  sessions  demonstrating  that  the 
EWCP  program  can  be  profitable  for  the  banks  and  their  small  business  clients. 
Approximately  1500  lenders  attended  these  sessions. 
We  are  working  with  a  number  of  state  economic  development  and  financing 
agencies  to  establish  cooperative  agreements  which  will  allow  us  to  co- 
guarantee  state  government  backed  export  loans  to  small  businesses.   This  will 
help  both  federal  and  state  governments  leverage  valuable  and  limited 
resources. 

The  SBA  is  working  closely  with  a  newly  established  small  business  committee 
of  the  Banker's  Association  for  Foreign  Trade  (BAFT)  to  get  information  about 
how  this  program  is  working  and  to  get  their  recommendations  for 
improvement. 

The  SBA  is  examining  additional  ways  to  streamline  our  loan  approval  process 
to  assure  the  most  timely  and  effective  service  to  our  small  business  customers. 
For  example,  we  have  just  delegated  loan  approval  authority  to  the  Director  of 
the  USEAC  in  Long  Beach  to  expedite  processing  there. 
The  SBA  is  establishing  a  program  that  will  permit  the  delegation  of  lending 
authority  to  selected  banking  institutions  across  the  country  with  proven  track 
records  in  export  fmancing. 


189 


The  Agency  is  evaluating  the  success  of  the  EWCP  program  during  the  one  year  pilot 
period  and  will  modify  it  as  necessary  to  ensure  that  it  meets  the  needs  of  small  exporters. 

For  fiscal  year  1995,  we  have  set  a  goal  of  about  1,600  international  trade  related 
loans  under  our  7(a)  business  loan  program.   Within  the  goal  we  have  a  sub-target  of  making 
300  EWCP  loans.   This  goal  for  loans  to  exporters  under  the  7(a)  program  represents  an 
increase  of  almost  SO  percent  over  our  record  of  1,161  loans  last  year  and  more  than  a  100 
percent  increase  over  our  record  of  757  loans  just  two  years  ago. 

While  we  believe  that  the  Agency  is  moving  in  the  right  direction  with  these  program 
improvements,  we  acknowledge  that  it  is  just  a  beginning.  We  will  not  be  satisfied  until  our 
level  of  service  to  small  business  exporters  increases  at  least  five  fold. 

United  States  Export  Assistance  Centers  (USEACs) 
U.S.  Export  Assistance  Centers  (USEACs)  are  new  "one  stop"  shops  for  exporters 
that  are  part  of  the  TPCC  initiative.   The  SBA  is  fully  committed  parmer  with  the 
Department  of  Commerce  and  the  Export-Import  Bank  at  the  USEACs. 

The  first  four  USEACs  opened  early  last  year  in  Miami,  Chicago,  Baltimore,  and 
Long  Beach,  California.   The  second  phase  of  USEACs  are  scheduled  to  open  by  the  end  of 
1995  in  Boston,  New  York  City,  Philadelphia,  Atlanta,  New  Orleans,  Cleveland,  Detroit,  St. 
Louis,  Dallas,  Denver,  and  Seattle.    A  potential  exporter  can  walk  into  a  center,  get  export 
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counseling  and  advice,  apply  for  a  loan,  receive  a  preliminary  commitment  from  the  SBA  and 
then  get  help  in  finding  an  appropriate  lender  for  the  transaction.   The  services  that  the  SBA 
provides  at  the  USEACs  will  be  focused  on:  1)  providing  fmancing  for  export-ready  firms 
(those  that  have  made  the  decision  to  begin  exporting),  and  2)  providing  information  and 
education  for  new-to-export  businesses  (those  that  have  not  previously  considered  whether  to 
export  or  not). 

The  SBA  is  now  in  the  process  of  hiring  a  full-time  staff  person  at  each  of  the  eleven 
new  USEACs  to  serve  small  businesses.  The  primary  mission  of  those  individuals  will  be  to 
deliver  the  SBA's  export  financing  programs.  This  will  be  the  first  time  in  the  history  of  the 
Agency  that  individuals  will  be  devoted  fiill  time  for  this  purpose.  i~".r-'-  ■ 

On  March  16th,  one  of  the  small  business  owners  helped  by  the  SBA's  participation  in 
the  USEAC  network  testified  before  the  House  Small  Business  Committee.   Alexander  Bale, 
Chairman  of  the  C.S.  Johnson  Company,  which  designs,  engineers,  and  manufactures 
concrete  batching  and  mixing  plants,  located  in  Champaign,  IL,  shared  his  experiences  in 
dealing  with  the  SBA  staff  at  the  Chicago  USEAC  and  his  belief  that  the  Agency's  EWCP 
program  was  "virtually  life  saving"  for  his  company's  business.    According  to  his 
calculations,  the  SBA's  willingness  to  simply  guarantee  a  loan  he  needed  will  result  in  the 
creation  of  27  new  jobs  for  his  company  (a  73  percent  increase),  a  129  percent  increase  in  his 
payroll,  and  a  return  to  the  U.S.  Treasury  of  $892,396  in  additional  tax  revenue. 
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Information  Resources  '■ 

While  the  main  focus  of  the  SBA's  International  Trade  programs  is  clearly  on  export 
financing,  the  Office  of  International  Trade  also  serves  as  a  repository  of  useful  information 
for  small  businesses  interested  in  exporting.   Over  the  past  two  years,  OIT  has: 

•  responded  to  approximately  22,000  inquiries  from  individuals  with  basic 
questions  about  how  to  export;  "~  '<-••"  • 

•  published  and  distributed  approximately  150,000  copies  of  six  basic  export 
books  paid  for  by  private  funds;  .-■.» 

•  sponsored,  co-sponsored,  or  actively  participated  in  trade  shows,  and  training 
workshops  in  which  approximately  9,600  small  businesses  were  active 
participants. 

In  addition  to  the  information  resources  provide  by  OIT,  SBA's  private  sector 
resource  partners  play  a  critical  role  in  providing  this  type  of  service  to  small  businesses. 
In  just  this  past  year,  the  staff  of  Small  Business  Development  Centers  in  each  state,  at  917 
di^erent  locations,  provided  approximately  850  training  sessions  on  exporting  to  small 
businesses  and  logged  more  than  13,000  hours  of  business  and  technical  counseling.   There 
are  30  SBDCs  nationwide  which  have  established  International  Trade  Centers.   In  addition, 
approximately  6,000  hours  of  consulting  to  small  businesses  specifically  on  international  trade 
were  logged  by  representatives  of  the  Service  Corps  of  Retired  Executives  (SCORE).   We 
will  continue  to  emphasize  to  our  network  of  SBDCs  and  SCORE  the  importance  of 
delivering  this  type  of  support  to  small  business  wanting  to  export  their  goods  and  services. 
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Because  the  United  States  is  often  seen  as  a  model  for  small  business  creation  by  other 
nations  and  the  SBA  is  charged  with  that  mission,  the  OIT  collaborates  with  its  small  business 
counterparts  in  25  industrialized  nations.   This  collaboration  includes: 

•  the  exchange  of  Best  Practices;  ♦       ■       -  .  .,    ,, 

•  the  development  of  an  information  data  base  on  exporting  for  small  and 
medium-sized  enterprises  (SME); 

•  an  upcoming  international  workshop  that  focuses  on  small  business 
contributions  to  the  Organization  of  Economic  Cooperation  and  Development's 

v'  <•;       (OECD)  member  economies.   The  SBA  has  a  Vice-Chair's  position  in  the 
OECD's  newly  formed  SME  Working  party.  .  ?      .  m    .v   , 

'.,  .ji  , 
Conclusion 
Mr.  Chairman,  the  TPCC  partners  are  working  together  constructively  to  provide  a 
comprehensive  set  of  export  services  to  the  business  community.   Through  the  USEACs,  the 
Export  Working  Capital  Loan  Program,  and  greater  emphasis  on  export  financing,  the  SBA  is 
beginning  to  provide  small  businesses  with  the  kind  of  assistance  they  need  to  enhance  their 
participation  in  the  international  marke^lace,  while  they  create  more  jobs  for  the  American 
economy.  -i*  •■  •- :•  r      •■ ,   i  '  •;'.>>,■  ^  i'^   ■/"■■.;>  ^;n 

Thank  you  very  much  for  the  opportunity  to  testify  today.   I  will  be  happy  to  answer 
any  questions  you  may  have.  'f/c,.'"  .    '  -m     •  'r-j     jr  ,- 
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Mr.  Chairman  and  Honorable  Members  of  the  Committee,  I  am  pleased  to  have  this 
opportunity  to  testify  before  the  House  Small  Business  Subcommittee  on  Procurement, 
Exports,  and  Business  Opportunities.  I  would  like  to  tell  you  about  some  of  the  services  the 
Trade  Development  unit  of  the  International  Trade  Administration  offers  to  small  business 
exporters. 

Trade  Development  (TD)  is  founded  on  a  strong  understanding  of  American  products  and 
industries.   TD  experts  monitor,  analyze,  and  provide  information  on  hundreds  of  industries 
and  products  —  from  Aerospace  to  Zinc.   TD  experts  specialize  in  over  500  industries  and 
products.  This  collection  of  expertise  is  found  nowhere  else  inside  or  outside  the  Government. 
The  information  and  analysis  we  provide  are  critical  to  breaking  down  foreign  barriers,  and 
furthering  the  interest  of  U.S.  businesses  internationally.  We  work  hand-in-hand  with 
American  industry  to  build  American  jobs  through  exports. 

As  part  of  ITA's  well-coordinated  and  focused  export  promotion  strategy,  TD  works  closely 
with  our  Commercial  Service  and  International  Economic  Policy  units  of  ITA  to  promote  small 
business  exports.   When  a  small  business  comes  to  ITA  for  export  assistance,  our  service  is 
tailored  to  the  company's  specific  industry  and  product  needs.  TD  has  developed  and 
implemented  a  number  of  specific  industry-focused  programs  and  services  to  tap  the  unrealized 
export  potential  of  small  businesses.  While  the  programs  are  varied  -  to  meet  the  diverse 
needs  of  small  firms  —  all  of  our  programs  meet  at  least  one  of  our  three  priorities:  aggressive 
advocacy,  strong  public-private  partnerships,  and  support  for  U.S.  competitiveness. 


Advocacy 

From  the  multibillion  dollar  infrastructure  project  to  the  strategic  contract  for  small  business, 
TD  leads  the  government-wide  advocacy  network  in  fighting  to  level  the  playing  field  and 
promote  open  competition  in  the  international  bidding  arena.  The  TPCC  Interagency 
Advocacy  Center,  operated  by  TD,  marshals  the  resources  of  the  U.S.  Government  -  from  the 
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various  industry  sector,  country,  regulatory  and  financing  experts,  through  the  worldwide 
network  of  commercial  officers,  to  the  White  House  ~  to  help  U.S.  businesses.   We  put  the 
government's  full  weight  behind  the  efforts  of  U.S.  businesses,  both  small  and  large,  to 
compete  effectively  in  foreign  countries.  TD  experts  work  one-on-one  with  U.S.  exporters, 
small  and  large,  and  offer  hands-on  counseling  and  support  from  all  branches  of  the  U.S. 
Government  for  advocacy  projects. 

There  are  several  ways  for  the  government  to  advocate  for  businesses.   Advocacy  is  not  just 
for  large  companies  seeking  major  foreign  procurement  and  projects.   Direct  support  for  small 
firms  may  involve  cabinet  officials,  senior  commercial  officers  in  embassies  around  the  world, 
and  U.S.  ambassadors.   Advocacy  efforts  are  multiplied  by  others  in  the  Administration  from 
State,  Treasury,  Energy,  Eximbank,  the  Small  Business  Administration,  Transportation,  and 
other  agencies  because  the  Center  is  coordinating  approaches  and  following  up  on  each  effort. 

TD  industry  specialists  advocate  for  small  companies  every  day.  They  assist  companies  in 
removing  obstacles  and  barriers  to  doing  business  in  various  countries.  When  appropriate, 
industry  specialists  lay  the  groundwork  for  some  small  companies  to  meet  with  the  Secretary, 
provide  them  with  assistance  in  working  with  Eximbank,  OPIC,  and  TDA,  and  obtain 
assistance  from  other  agencies.  TD  industry  specialists  work  with  company  officials  in 
numerous  ways  to  help  them  accomplish  their  business  objectives. 

TD's  Advocacy  Center  has  supported  small  businesses  participating  in  global  competitions. 
For  example.  Aquatics  Unlimited,  Inc.  With  Advocacy  Center  assistance,  the  company  was 
able  to  secure  the  necessary  Indonesian  government  approval  to  close  a  deal  selling  their 
dredging  equipment.  The  agreement  is  expected  to  be  worth  $10  million  over  the  next  five 
years,  with  85  percent  of  the  materials  originating  in  the  United  States.  In  addition,  this 
agreement  will  more  than  double  the  staff  at  Aquatics  from  20  to  50  people. 


Public-Private  Partnerships 

TD  builds  partnerships  with  the  private  sector  to  ensure  export  promotion  programs  and  U.S. 
trade  policy  are  customer  driven.  TD  works  closely  with  small  business  to  develop  and  refme 
our  export  promotion  programs  to  meet  small  business  needs. 

Trade  Information  Center  ~  TD  operates  the  Trade  Information  Center  (TIC),  which 
provides  U.S.  businesses  a  single  contact  point  in  the  U.S.  Government  for  export  assistance. 
Nineteen  federal  agencies  have  export  assistance  programs,  ranging  from  financing  to  trade 
leads,  making  it  difficult  and  time  consuming  for  companies  to  fmd  the  right  program  or 
information.  The  TIC  was  established  in  1991  to  carry  out  the  Trade  Promotion  Coordinating 
Committee's  (TPCC)  mandate  of  coordinating  and  expanding  federal  export  promotion 
services,  making  them  more  useful  to  private-sector  clients.   All  you  need  to  do  is  call  1-800- 
USA-TRADE  to  access  the  only  office  in  the  federal  government  that  offers  personalized 
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counseling  on  such  a  large  range  of  agency  export  promotion  programs.  Since  its 
establishment,  the  TIC  staff  has  received  over  184,000  calls  from  businesses  seeking  export 
assistance. 

According  to  the  most  recent  survey  ofTIC  customers  in  September  1994,  89  percent  of  TIC 
customers  are  small  businesses  (56%  have  1-10  employees;  13%  have  11-50  employees;  20% 
have  51-500  employees).   Ninety-one  percent  of  businesses  responding  were  either  "satisfied" 
or  "very  satisfied"  with  the  TIC's  services.  Typical  comments:  'I  felt  that  the  quality  was  far 
beyond  what  I  had  expected.   Precise  and  extremely  geared  for  the  average  individual."  A 
small  U.S.  manufacturer  of  water  systems  recently  reported  that  through  the  Trade  Information 
Center  the  company  gained  invaluable  market  knowledge  on  Thailand,  which  enhanced  sales 
there  significantly. 

The  TIC  continually  expands  its  effort  to  reach  the  large  number  of  export-ready  companies 
currently  unaware  of  the  federal  export  programs  available  to  them.  The  TIC's  unique  public 
outreach  campaign  raises  awareness  of  the  TIC's  services  to  the  estimated  20  million 
businesses  operating  in  the  United  States.   In  1994,  trade  specialists  spoke  to  over  80  trade 
associations,  Small  Business  Development  Centers,  and  other  government  and  business 
leaders.   In  addition,  trade  specialists  provided  export  counseling  to  business  participants  at 
numerous  trade  shows  and  conferences  across  the  country.  The  TIC  also  mailed 
comprehensive  informational  packets  to  every  congressional  and  state  development  office,  as 
well  as  to  1 ,544  trade  associations. 

To  meet  small  business  needs,  the  TIC  is  expanding  the  number  of  ways  clients  can  access  its 
information.  We  have  distributed  over  150,000  copies  of  Export  Programs:  A  Business 
Directory  of  U.S.  Government  Services,  a  comprehensive  listing  and  description  of  170 
government  programs  prepared  by  the  TIC.   In  September  1994,  the  TIC  implemented  a  fax 
hotline,  accessible  24-hours  a  day.  Calls  to  the  hotline  average  300-400  per  week.  Some  of 
the  most  popular  information  products  are  available  on  the  NTDB.  In  the  spirit  of  the  Vice 
President's  National  Information  Infrastructure  initiative,  many  of  the  TIC's  products  are 
available  through  the  Internet  and  a  fax-retrieval  system,  allowing  24-hour  access  to  its 
resources. 

Outreach  to  Small  Business  Organizations  ~  TD  is  committed  to  working  closely  with  small 
business.   Our  Small  Business  Program  is  the  conduit  for  small  business  views.  We  want  to 
ensure  that  small  business  concerns  are  heard  and  that  small  business  issues  are  factored  into 
trade  policy  decisions.  Working  with  cross-sectoral  small  business  trade  associations  gives  us 
access  to  the  opinions  and  concerns  of  thousands  of  small  business  exporters.  Last  summer  we 
kicked  off  a  study  of  barriers  to  small  business  exports  by  gathering  over  25  cross-sectoral 
small  business  associations  for  a  roundtable  discussion.  The  small  business  perspective  we 
have  gained  from  keeping  in  contact  with  these  organizations  also  has  helped  us  to  coordinate 
program  development  to  meet  small  business  exporters'  needs.  Over  the  last  year  we  have 
solicited  their  input  on  a  variety  of  projects,  such  as  APEC  and  identifying  the  needs  of  small 


198 


business  exporters.    This  year  we  have  embarked  on  an  outreach  effort  to  explore  possible 
projects  of  mutual  interests  with  various  organizations.  We  plan  to  work  with  them  to  inform 
their  members  of  the  various  public  and  private  programs  and  services  available  to  assist  small 
business  exporters. 

Private  Sector  Advice  ~  Small  business  has  a  strong  voice  in  trade  negotiations  and 
formulating  U.S.  trade  policy  through  the  Industry  Sector  Advisory  Committee  on  Small  and 
Minority  Business  for  Trade  Policy  Matters  OS  AC  14).  The  Committee  is  the  only  trade 
advisory-committee  to  the  U.S.  Government  focusing  exclusively  on  small  and  minority 
business  concerns.   IS  AC  14  is  one  of  the  21  committees  of  our  Industry  Consultations 
Program,  which  were  established  by  Congress.   IS  AC  14  offers  a  different  perspective  on 
trade  issues  and  policy  and  its  advice  helps  keep  the  Department  of  Commerce's  work  relevant 
to  the  real  export  problems  small  businesses  experience.  ISAC  14  has  provided  advice  on  a 
broad  range  of  trade  policy  issues  and  initiatives  undertaken  by  the  Administration,  including: 
export  financing.  Summit  of  the  Americas,  NAFTA,  National  Export  Strategy,  and  TD's 
small  business  export  strategy.   ISAC  14  has  a  long  history  of  service  and  has  worked  to 
combine  small  business  trade  policy  development  with  enhancing  market  opportunities  for 
small  firms.  In  addition  to  ISAC  14,  we  work  hard  to  ensure  that  small  businesses  are  well 
represented  on  all  of  our  advisory  committees. 


Supporting  U.S.  Competitiveness 

TD  industry  and  product  specialists  counsel  small  firms  on  foreign  market  conditions  and 
opportunities  and  provide  follow-up  assistance  on  specific  export  sales.   For  example,  one  of 
our  industry  and  product  specialists  is  helping  Lynch  Machinery-Miller  Hydro,  Inc.,  make  its 
first  Russian  sale,  a  $2  million  packaging  line  for  margarine.  The  company  is  headquartered 
in  Bainbridge,  Georgia,  has  an  operating  plant  in  Alsip,  Illinois,  and  manufactures  glass 
pressing  machinery  for  tableware  and  packaging  machinery.  TD  has  worked  with  Lynch  to 
provide  information  about  the  Russian  market,  financing  alternatives,  Russian  trade  fairs,  and 
local  interpreter  services.  The  Russian  sale  has  the  potential  for  expanding  to  $10  million  and 
the  possible  addition  of  four  new  jobs  as  the  projects  unfolds. 

TD  experts  work  with  U.S.  industry  to  develop  and  implement  sectoral,  market-opening 
missions  throughout  the  world  where  trade  missions  and  sectoral  events  cannot  be  privatized  or 
governments  have  important  influence  over  industry  decisions.  I  have  included  in  my  written 
testimony  a  letter  from  Charles  Shanklin,  President,  Artais  Weather  Check,  Inc.,  in  which  he 
writes  about  his  highly  successful  participation  in  TD's  Aerospace  Executive  Trade  Mission  to 
the  ASEAN  region.   Mr.  Shanklin  said,  "The  benefit  this  type  of  mission  offers  should  be 
promoted  to  other  small  business  that  could  benefit  from  top  level  meetings." 

I  would  like  to  illustrate  some  of  our  industry-specific  programs  to  support  U.S.  businesses 
competitiveness: 
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Environmental  Technologies  --  As  part  of  the  National  Export  Strategy,  we  are  focusing  on 
the  needs  of  the  American  environmental  business  community,  whl";h  includes  a  large 
percentage  of  small  businesses.   We  are  working  to  find  new  solutions  to  the  challenges  of 
increasing  environmental  exports.   Environmental  technologies  are  a  potentially  powerful 
engine  for  the  creation  of  national  wealth  and  high-paying  jobs  for  Americans.   In  1993,  it  was 
estimated  that  the  worldwide  market  for  environmental  technologies  totaled  $288  billion.  By 
1998,  it  is  estimated  that  it  will  reach  $391  billion.     We  are  working  closely  with  the 
environmental  business  community.   We  convened  and  Environmental  Technologies  Workshop 
with  industry  and  trade  associations  to  develop  recommendations  for  improving  environmental 
technologies  development  and  commercialization.  The  workshop  focused  on  three  topics: 
government-imposed  barriers,  research  and  development  initiatives,  and  design  vision  for  the 
industry.  TD  has  also  formed  a  new  advisory  committee,  the  Environmental  Technologies 
Trade  Advisory  Committee,  to  promote  a  close  working  relationship  between  government  and 
industry  and  to  expand  export  growth  in  priority  and  emerging  markets  for  environmental 
products  and  services. 

Services  Initiative  -  The  fastest  growing  segment  of  the  U.S.  economy  is  services,  which 
account  for  over  half  of  U.S.  production  ($3.4  trillion  in  1993  GDP)  and  roughly  75  percent 
of  non-farm  private  employment  (almost  68  million  jobs).   Services  firms,  the  overwhelmingly 
majority  of  U.S.  small  companies,  have  increasingly  turned  to  exporting  as  barriers  to  services 
trade  have  fallen  and  trends  in  the  global  economy  have  increased  demand  for  advanced, 
innovative  technologies. 

We  are  expanding  our  support  for  our  services  exports.  The  first  step  is  to  ensure  that 
overseas  markets  are  truly  open  to  competition  through  existing  trade  agreements  and 
continued  efforts.   We  are  building  on  our  negotiating  efforts  through  a  strong  services  export 
development  program,  which  includes  strategic  planning  for  different  geographic  markets  and 
different  services  sectors,  like  energy  services  and  tourism.   We  are  also  working  with  other 
agencies  to  improve  the  scope  and  quality  of  services  data,  which  limits  exporters'  ability  to 
plan  export  strategies  and  our  ability  to  analyze  foreign  markets  for  export  promotion 
purposes. 

Market  Development  Cooperator  Program  ~  TD's  Market  Development  Cooperator 
Program  (MDCP)  builds  partnerships  one-by-one  with  eligible  industry  groups.  These 
partnerships  are  designed  to  help  minimize  risks  inherent  in  implementing  innovative  private- 
sector  market  development  ideas.  The  program  recognizes  that  pooling  federal  and  private 
resources  will  have  a  synergistic  effect  in  the  international  marketplace.  Eligible  industry 
groups  represent  predominately  small  companies.   In  fact,  an  important  evaluation  criterion 
each  applicant  must  address  is  the  degree  to  which  the  applicant  organization  represents  small 
businesses.  To  encourage  additional  applications  from  organizations  representing  small 
business  and  traditionally  disadvantaged  or  under-served  groups,  ITA  will  set  aside  $250,000 
of  the  funds  available  for  the  MDCP  to  make  awards  of  at  least  $50,000,  but  less  than 
$100,000.  The  opportunity  to  compete  for  small  awards  hopefully  will  encourage 
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of  the  funds  available  for  the  MDCP  to  make  awards  of  at  least  $50,000,  but  less  than 
$100,000.   The  opportunity  to  compete  for  small  awards  hopefully  will  encourage 
organizations  to  apply  that  previously  felt  themselves  either  at  a  competitive  disadvantage  or 
unable  to  match  a  larger  MDCP  grant. 

Inrormation  Technologies  —  We  have  begun  a  pilot  program  to  expand  exports  by  small  firms 
in  the  information  technologies  sector,  focusing  on  three  geographic  areas  -  Japan,  China,  and 
the  European  Union.   Many  small  information  technology  firms  have  product  lines  very 
suitable  for  exporting  but  these  firms  are  not  realizing  their  full  export  potential.   As  a  model 
of  cooperation,  TD  and  American  Electronics  Association  (AEA)  have  developed  a  partnership 
to  expand  exporting  by  small  information  technology  firms.  This  partnership  has  three 
primary  components  --  joint  exporting  and  financing  seminars  in  key  geographic  locaitons, 
joint  booths  at  key  trade  events,  and  U.S.  industry  offices  in  Japan,  China,  and  the  European 
Union.   This  pilot  program  is  an  activity  of  TD's  Market  Development  Cooperator  Program, 
of  which  AEA  is  a  recipient. 

Measuring  Achievements 

We  are  proud  of  what  we  offer  small  business  exporters  and  have  not  forgotten  our 
accountability  to  the  U.S.  taxpayer.  We  measure  our  achievements  in  various  ways.  We 
know  that  we  are  reaching  small  businesses.  Through  the  Trade  Information  Center  alone  we 
have  recieved  over  184,000  calls  from  businesses  seeking  export  assistance  since  1991.  As  I 
mentioned,  we  estimate  that  89  percent  of  our  Trade  Information  Center's  customers  are  small 
businesses.    A  recent  customer  satisfaction  survey  recorded  91  percent  of  respondents  as 
either  "satisfied"  or  "very  satisfied"  with  the  TIC's  services. 

In  FY  1994,  we  served  3,689  participants  in  85  industry-specific  export  promotion  events.   A 
high  percentage  were  small  businesses.  Like  the  Commercial  Service,  we  track  "success 
stories"  that  document  our  contribution  to  our  clientele's  exporting  efforts.   We  know  we  are 
responsive  to  our  small  business  customer  when  we  receive  letters  like  Mr.  Shanklin's.    He 
tells  us  that,  had  he  not  been  a  participant  in  our  trade  mission,  he  would  not  be  aware  of  over 
$4  million  in  sales  opportunities  —  we  know  we  have  made  a  difference. 

Our  achievements  in  helping  small  business  exporters  can  also  be  measured  by  our  vital 
support  role  in  multilateral  trade  negotiations.   Removal  of  foreign  trade  barriers  through  trade 
negotiations  greatly  assists  U.S.  exporters  —  97  percent  of  which  are  small  businesses.  In  the 
first  year  of  NAFTA,  U.S.  exports  increased  16  percent  or  almost  $23  billion.  The 
implementation  of  Uruguay  Round  reductions  in  tariffs  and  other  barriers  will  provide  new 
market  opportunities  for  $240  billion  of  U.S.  exports.  Small  businesses  will  benefit  directly 
from  these  new  opportunities.   For  example,  Data  Medical  Associates  of  Arlington,  Texas, 
forecasts  an  annual  growth  rate  of  30  percent  as  a  result  of  Uruguay  Round  agreements  that 
will  lower  tariffs.    Data  presently  exports  over  $1  million  to  27  countries  and  employs  45 
people.  The  expected  growth  in  sales  should  result  in  a  commensurate  expansion  of 
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employment.  These  are  tangible  results. 


We  are  equally  proud  of  our  role  in  removing  foreign  barriers  on  an  additional  $4.5  billion  of 
U.S.  exports  of  telecommunications  equipment  to  Canada  and  barriers  on  semiconductors, 
telecommunications  equipment,  and  medical  equipment  to  Japan.   In  addition,  we  played  a 
pivotal  role  in  negotiating  32  bilateral  textile  and  apparel  agreements  controlling  $31  billion  in 
textiles  and  apparel  trade. 

TD's  contribution  to  the  over  $9  billion  in  small  business  export  transactions  that  ITA  has 
facilitated  includes  our  aggressive  advocacy  efforts,  business  assistance,  our  Consortia  of 
American  Business  Program,  and  our  Market  Envelopment  Cooperator  Program. 


Conclusion 

Mr.  Chairman  and  members  of  the  Committee,  we  are  proud  or  what  we  offer  small  business 
and  our  accomplishments.   We  believe  that  our  approach  to  defining  the  needs  of  small 
business  exporters  will  allow  more  effective  use  of  our  resources  and  provide  the  best  pay-off 
for  small  business.   In  the  appendixed  pages,  I  have  outlined  more  of  our  programs  and 
services.  I  thank  you  for  the  opportunity  to  appear  before  you  and  the  Committee  to  discuss  a 
few  of  Trade  Development's  programs  to  assist  small  businesses  to  export. 
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Economic  Role  of  Small  Business 


One  of  TD's  roles  is  analyzing  trade  and  economic  data.   We  provided  each  of  the  members  of 
this  subcommittee  with  an  export  profile  of  your  congressional  district,  which  included  the 
number  of  small  business  exporters. 

TD  has  long  been  aware  of  the  crucial  role  small  businesses  play  in  the  U.S.  economy.  They 
employ  54  percent  of  the  U.S.  private  workforce,  are  responsible  for  52  percent  of  all  sales 
and  produce  50  percent  of  private-sector  goods  and  services.   Small  businesses  act  as  the 
engine  that  helps  drive  job  production  in  the  United  States. 

Small  businesses  have  had  their  share  of  the  U.S.  export  surge  since  1987.  TD  estimates  that 
in  1993  small  businesses  generated  merchandise  exports  of  about  $134  billion  -  an  increase  of 
84  percent  from  1987.   In  addition,  increasing  numbers  of  small  businesses  have  become 
involved  in  exporting.   According  to  our  analysis  of  preliminary  data  from  TD's  Exporter  Data 
Base,  based  on  the  Economic  Censuses  of  1992  and  1987,  we  estimate  that  22  percent  more 
small  businesses  exported  in  1992  than  in  1987. 

Yet  in  spite  of  the  substantial  gains  in  recent  years,  an  "export  gap"  exists  for  small 
businesses.   Simply  put,  when  it  comes  to  exporting,  small  businesses  are  not  realizing  their 
potential.   .\Ithough  the  number  of  small  business  exporters  has  increased  and  the  value  of 
small  business  exports  has  risen  since  1987,  small  businesses  clearly  have  the  potential  to 
export  much  more,  thereby  creating  jobs  and  reducing  the  U.S.  trade  deficit. 

Small  manufacturing  firms,  for  example,  export  significantly  less  than  would  be  expected 
given  their  overall  importance  to  the  U.S.  manufacturing  sector.   Available  evidence  indicates 
that  small  manufacturers  consistently  account  for  only  about  12  percent  of  the  manufacturing 
sector's  exports  --  even  though  these  firms  are  responsible  for  a  much  larger  24  percent  of  the 
manufacturing  sector's  total  sales.   If  small  manufacturing  firms  had  achieved  a  24  percent 
share  of  the  manufacturing  sector's  exports  in  1993,  they  would  have  registered  direct  exports 
of  $85  billion  -  more  than  doubling  the  estimated  $35  billion  of  1993  exports  by  small 
manufacturers. 

In  this  illustration,  higher  exports  by  small  manufacturers  would  have  boosted  total  U.S. 
merchandise  exports  to  $515.3  billion  -  a  rise  of  nearly  1 1  percent  above  the  acttial  1993 
export  total.   A  $50  billion  export  increase  by  small  firms  in  the  manufacturing  sector  alone 
would  have  slashed  the  1993  U.S.  merchandise  trade  deficit  by  43  percent.  The  preceding 
example,  although  based  on  limited  data  and  a  number  of  assumptions,  is  indicative  of  the 
large,  untapped  export  potential  of  small  manufacturing  firms. 

In  addition  to  manufacturers,  wholesalers  are  also  major  exporters  of  goods.  Wholesalers,  for 
example,  account  for  just  over  one-fourth  of  total  U.S.  merchandise  exports.   Here  too,  small 
wholesalers,  like  small  manufacturers,  have  the  capacity  to  increase  their  exports  substantially. 
If  these  firms  were  also  to  assume  a  greater  role,  the  combined  impact  on  our  trade  balance 
would  no  doubt  be  considerable. 
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Impediments  to  Small  Business  Exports 

Last  summer  TD  prepared  a  study  of  available  information  on  why  small  firms  have  not  yet 
met  their  export  potential.   We  found  that  a  successful  exporter  integrates  exporting  into  the 
heart  of  its  business  plan.   But  many  small  businesses  do  not  consider  exporting  unless  they 
receive  a  random  export  order  from  an  overseas  firm.   In  fact,  because  of  perceptions  of 
exporting  risks  and  lack  of  executive  time,  many  have  never  even  investigated  their  full  export 
potential.   Many  small  firms  lack  knowledge  of  the  process  for  executing  export  transactions 
and  are  often  not  aware  of  the  programs  available  to  help  them.   Small  businesses  often  cite 
the  need  for  specific  market  information  and  help  in  making  business  connections  with  buyers 
and  sellers  in  foreign  markets.  They  also  want  "user-friendly"  services.   To  encourage  busy 
small  business  executives  to  explore  exporting,  ease  of  access  to  help  and  information  available 
through  the  government  is  critical. 

One  of  the  greatest  difficulties  for  small  businesses  in  particular  is  access  to  working  capital 
and  export  financing.   Small  firms  have  difficulty  with  getting  started  with  the  financing 
process  and  finding  capable  local  banks  willing  to  handle  small  transactions.    Also,  finance 
application  procedures  are  complex  and  time  consuming.   For  a  small  firm  selling  overseas, 
financial  risks  are  high  and  coUateralization  requirements  onerous. 

ITA's  programs  are  addressing  these  needs  and  making  the  difference  that  can  tip  the  small 
firms'  business  decision  in  favor  of  exporting  and  increase  the  likelihood  U.S.  firms  will 
capture  sales  in  today's  and  tomorrow's  growth  markets. 
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TRADE  DEVELX)PiNfENT  PROGRAMS  AND  SERVICES 

Trade  Development  has  developed  and  implemented  a  number  of  specific  industry-focused 
programs  and  services  to  tap  the  unrealized  export  potential  of  small  businesses.    While  the 
programs  are  varied  --  to  meet  the  diverse  needs  of  the  firms  --  all  areas  of  Trade  Development 
have  several  common  activities  and  objectives  with  regards  to  small  business.   These  include 
advocacy,  supporting  competitiveness,  and  building  public-private  partnerships. 

Competitiveness 

Business  Assistance  -  Every  year,  TD  provides  thousands  of  small  businesses  valuable 
information  and  analysis  on  foreign  market  conditions  and  opportunities.   This  unique  industry 
information  is  not  available  from  any  other  source  either  public  or  private.   Small  businesses 
find  that  TD  sf)ecialists  are  able  to  save  them  time  and  money  by  providing  such  information 
as  foreign  market  research,  export  targeting  guidance,  product  or  service-specific  trade 
opportunities  and  obstacles,  statistical  data,  industry  trends,  and  the  status  of  intellectual 
property  protection  overseas.   TD  industry  specialists  also  track  specific  market-access 
problems  faced  by  small  companies  and  prepare  analysis  and  reports  on  barriers  to  trade 
encountered  by  U.S.  companies.   TD  research  and  analvsis  is  of  particular  benefit  to  small 
businesses  that  do  not  have  the  resources  or  personnel  to  develop  market  research  of  the 
quality  and  variety  required  in  planning  any  export  initiative.   TD  analysis  is  factored  into 
trade  negotiations  as  TD  provides  industry-specific  support  for  our  negotiators.   A  prime 
example  is  TD's  Chemical  Division,  which  is  responsible  for  pioneering  the  first  "term  of 
reference  agreement"  with  China  under  the  Joint  Committee  on  Commerce  and  Trade  (JCCT) 
working  group.   The  agreement  will  foster  future  trade  opfwrtunities  in  China  for  the  U.S. 
chemical  sector  through  the  easing  of  trade  barriers  and  cooperative  trade  events. 


In  the  interests  of  serving  the  small  business  community  better,  TD  has  placed  extensive 
information  on  the  Department's  Electronic  Bulletin  Board  (EBB)  and  in  the  National  Trade 
Data  Bank  (NTDB).   This  allows  small  firms  inexpensive,  rapid  and  easy  access  via  the 
Internet.   TD  sectors  are  now  working  to  place  their  materials  on  the  ITA  home  page,  which  is 
accessible  from  the  Internet. 

Trade  Events  -  TD  sectors  have  aggressive  work  plans  for  trade  events  that  encourage 
development  of  business  contacts  with  potential  foreign  purchasers  and  partners. 
TD  events  include  trade  fairs,  trade  missions,  and  product  literature  exhibits.   For  the  smaller 
company  that  would  not  be  able  to  do  this  on  its  own,  trade  promotion  events  provide  a  direct 
and  effective  way  of  undertaking  the  first  steps  in  developing  overseas  business,  exploring  new 
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markets,  identifying  specific  export  opportunities,  and  meeting  potential  buyers.  TD  conducts 
over  80  export  promotion  events  per  year.   In  FY  1994,  TD  served  3,689  participants  in  85 
events.   A  high  percentage  of  these  participants  are  small  businesses. 

Trade  Missions  provide  participants  from  specific  industry  or  service  sectors  with  detailed 
marketing  information,  advanced  planning  and  publicity,  logistical  support,  and  appointments 
with  potential  buyers,  government  officials  and  other  essential  contacts.   In  general,  TD 
mission  participants  are  from  small  firms  with  no  current  overseas  presence.  In  FY  '95  TD  is 
conducting  over  30  trade  missions,  covering  a  wide  range  of  industrial  and  service  sectors.. 

Product  Litercaure  Exhibits  are  especially  valuable  to  small  businesses  that  cannot  afford 
extensive  overseas  travel.  This  is  a  low-cost,  low  risk  service  that  helps  generate  significant 
trade  leads  and  market  exposure.   Product  literature  is  displayed  at  trade  shows  around  the 
world  to  potential  agents,  distributors  and  buyers  in  selected  markets.  The  two  most  recent 
events  of  TD's  Forest  and  Building  Materials  Division,  for  example,  were  product  literature 
exhibits  costing  $400  per  participant.   Over  70  percent  of  the  participants  of  these  two  exhibits 
were  small  companies.  TD  is  conducting  over  20  product  literature  exhibits  in  FY  1995. 

Trade  Fairs  offer  small  businesses  an  opportunity  to  exhibit  their  goods  and  services  to  various 
markets  around  the  world.  TD's  Office  of  Computer  and  Business  Equipment,  for  example, 
supports  a  variety  of  trade  fairs  and  estimates  that  80  to  85  percent  of  the  companies  it  recruits 
are  small  companies.   AH  firms  recruited  by  TD  for  trade  fairs  benefit  from  TD's  extensive 
overseas  market  promotional  campaign  to  attract  the  appropriate  business  audiences.  TD  staff 
also  arrange  meetings  and  introductions  with  potential  foreign  buyers  and  provide  logistical 
support  for  participants.  Over  20  trade  fairs  are  planned  in  FY  '95. 


Financing  -  TD  is  aware  that  one  of  the  greatest  difficulties  for  small  business  exporters  is 
access  to  export  financing.  Access  encompasses  more  that  funding  —  it  includes  knowledge  of 
source  of  funds  and  techniques  --  two  of  TD's  strengths.  TD  works  with  Eximbank,  the  Small 
Business  Administration,  Treasury,  the  Overseas  Private  Investment  Corporation  (OPIC),  and 
the  Trade  and  Development  Agency  (TDA)  on  financing  matters  affecting  small  business. 

TD  is  focusing  on  the  barriers  to  small  business  export  financing  and  programs,  initiatives,  or 
changes  in  regulations  to  reduce  these  barriers.  The  first  step  is  to  bring  together  a  diverse 
group  of  lenders  that  provide  trade  finance  and  services  to  small  business  exporters  for  a 
roundtable  discussion  of  barriers  and  recommended  actions.   We  are  inviting  bankers,  export 
credit  insurers,  factors,  state  export  finance  authority  representatives,  and  even  bank 
regulators.   We  are  seeking  practical  and  creative  solutions. 
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TD  represents  the  Secretary  on  the  Trade  Finance  Working  Group  of  the  TPCC,  which  was 
responsible  for  the  trade  finance  agencies'  introduction  of  a  series  of  improvements  to  support 
small  business  exporters.   Included  among  such  changes  are  the  harmonization  of  the  working- 
capital  programs  of  Eximbank  and  SBA,  expansion  of  delegated  authority  and  increased  limits 
in  the  Priority  Lender  Program,  and  a  revamped  insurance  program  for  short-term  transactions 
that  enhances  these  policies  for  small  firms.   Also,  TPCC  recommendations  nurtured  the 
arrangement  for  the  Private  Export  Funding  Corporation  (a  consortium  of  commercial  banks 
and  other  users  of  Eximbank)  to  purchase  the  Eximbank  guaranteed  portion  of  the  working 
capital  loans,  thereby  increasing  liquidity  in  the  market. 

TD  also  supports  the  Cabinet-level  Interagency  Group  on  Countertrade,  participates  in  the 
work  of  the  National  Advisory  Council  on  International  Monetary  and  Financial  Policy,  and 
supports  the  Department's  representation  on  the  Eximbank  and  the  Overseas  Private 
Investment  Corporation  boards,  both  of  which  have  programs  focused  on  small  business. 
Besides  providing  direct  advice  and  assistance  to  financial  institutions  on  foreign  markets,  TD 
also  represents  the  interests  of  the  insurance  industry  and  other  financial  service  firms  in 
developing  trade  policy  and  participating  in  trade  negotiations. 

TD  is  proud  to  have  worked  with  the  Banker's  Association  for  Foreign  Trade  to  develop  its 
AXCAP  (Access  to  Export  Capital)  program.   This  successful  program  links  exporters  seeking 
trade  finance  assistance  with  banks  that  provide  trade  finance  services.    AXCAP  also  provides 
information  on  some  environmental  projects  overseas  and  on  the  services  offered  by 
government  export  credit  agencies.  This  program  is  especially  useful  for  small  exporters. 

TD  helped  develop  the  bank  registration  form  that  proved  key  to  the  success  of  the  program;  it 
promoted  the  AXCAP  concept  to  the  Economic  Development  Administration,  another  agency 
of  the  Commerce  Department,  which  supplied  critical  funding,  and  it  continually  informs 
exporters  and  bankers  about  the  advantages  of  AXCAP. 


Public-Private  Partnerships 

Outreach  Initiative  -  In  response  to  our  study  of  small  business  export  impediments,  we  have 
designed  an  outreach  initiative  that  mobilizes  private-sector  resources  to  reach  small  businesses 
and  increase  their  export  potential.  This  initiative  focuses  on  greater  availability  of 
information,  improving  the  information  we  offer,  closer  contact  with  small  businesses,  and 
simplifying  access  to  existing  federal  assistance  programs. 

To  increase  the  knowledge  of  export  assistance  programs,  private  trade  magazines, 
newsletters,  local  television  programs,  and  relevant  industry  publications  have  been  targeted  as 
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vehicles  for  publicizing  information  on  public  and  private  export  assistance  available  to  small 
businesses.  One  possible  project  involves  working  with  the  private  sector  to  develop  regional 
publications  featuring  events  in  local  exporting  communities,  such  as  educational  programs, 
trade  shows,  trade  missions,  etc. 

We  want  to  increase  our  contact  with  our  customers  by  increasing  our  presence  at  trade  shows 
and  conferences.  The  Trade  Information  Center  will  be  attending  more  domestic  trade  shows 
and  will  be  present  at  the  regional  and  national  meetings  of  the  White  House  Conference  on 
Small  Business.  We  want  to  involve  ITA's  field  office  personnel  in  industry  trade  shows  to 
provide  personal  contacts  for  smaller  businesses,  easing  access  to  federal  export  assistance. 

As  we  increase  our  outreach  to  small  business,  we  are  expanding  our  databases  to  include 
more  information  on  other  resources  and  specialized  private-sector  services.   A  database  of 
services  available  through  CD-ROM,  Library  of  Congress,  and  other  resources  will  be  upxiated 
on  an  ongoing  basis.  Development  of  an  e-mail  network  of  city  and  state  economic 
improvement  offices  and  e-trade  matchmakers  will  be  distributed  through  the  Trade 
Information  Center  to  connect  small  businesses  with  export  promotion  services  available  in 
their  regions.   We  are  also  compiling  an  updated  database  of  trade  intermediaries  categorized 
by  region  and  industry  sector  for  assisting  small  businesses  through  the  Trade  Information 
Center  and  industry  specialists. 

In  our  continued  effort  to  serve  our  customers  better,  we  will  keep  all  ITA  personnel  abreast 
of  changes  to  our  database  and  new  resources  available  to  small  businesses  by  circulating 
regular  e-mail  updates  on  public  and  private  export  assistance  programs. 

Private  Sector  Advice  ~  TD  operates  several  advisory  committees  to  ensure  that  U.S. 
industry  has  a  voice  in  trade  policy  and  export  promotion  programs.   In  addition  to  the 
Industry  Sector  Advisory  Committee  on  Small  and  Minority  Business  (ISAC  14)  mentioned 
earlier,  small  business  has  a  voice  in  all  of  our  advisory  committees.  The  Industry 
Consultations  Program,  of  which  ISAC  14  is  a  part,  consists  of  17  Industry  Sector  and  three 
Functional  Advisory  Committees  on  Trade  Policy  Matters,  a  Committee  of  Chairs,  and  the 
Industry  Policy  Advisory  Committee.  The  committees,  which  were  established  by  Congress, 
advise  on  multilateral  and  bilateral  trade  negotiations  and  other  trade  policy  initiatives.  The 
U.S.  negotiating  position  is  strengthened  by  consulting  with  industry  on  an  ongoing  basis 
throughout  negotiations.   TD  maintains  a  Trade  Advisory  Center  to  provide  information  and 
advice  to  the  private  sector  concerning  rights  and  opportunities  created  by  U.S.  trade 
agreements.  Small  businesses  are  well  represented  on  the  21  committees  of  the  Industry 
Consultations  Program.  The  program  provides  small  firms,  which  do  not  have  the  benefit  of  a 
Washington  office,  an  entre  into  the  trade  policy  process  and  access  trade  negotiators  on  the 
same  level  as  representative  from  large  companies. 


209 


APPENDIX  C 


President's  Export  Council  (PEC)  is  a  high-level  advisory  body  to  the  President  on  trade 
policy  and  competitiveness  issues.   The  Council  advises  the  President,  through  the  Secretary  of 
Commerce,  on  policies  that  affect  U.S.  trade  performance;  promotes  export  expansion;  and 
provides  a  forum  for  discussing  and  resolving  trade-related  problems  among  its  constituent 
groups.   A  new  PEC  was  inaugurated  in  January.    New  members  have  placed  small  business 
export  issues  high  on  their  list  of  priorities  and  discussed  preliminary  concerns  and  ideas  with 
the  President  last  month. 

In  addition  to  the  Environmental  Technologies  Trade  Advisory  Committee  mentioned  earlier, 
small  businesses  are  influential  in  two  other  TD  advisory  committees.  The  Exporters'  Textile 
Advisory  Committee  provides  advice  on  export  problems  of  concern  to  the  industry.  TD's 
Textile  and  Apparel  Export  Expansion  Program  receives  the  Committee's  advice  on  market 
research,  seminars,  trade  missions,  trade  shows,  and  other  specific  vehicles  for  promoting 
exports  of  U.S.  textile/apparel  products.  The  U.S.  Automotive  Parts  Advisory  Committee 
advises  and  assists  the  Secretary  of  Commerce  on  programs  and  policies  designed  to  increase 
sales  of  U.S. -made  auto  parts  and  accessories  to  Japanese  automotive  manufacturers 
worldwide.   The  Committee  reports  on  the  progress  of  sales  and  barriers  to  sales  of  U.S. -made 
auto  parts  in  Japanese  markets  and  advises  the  Secretary  during  consultations  with  the 
Government  of  Japan  on  these  issues. 

Other  Public-Private  Partnerships  —  Through  the  Export  Trade  Certificate  of  Review 
Program,  TD  provides  significant  antitrust  protection  to  U.S.  firms  interested  in  conducting 
joint  export  activities.  This  protection  allows  U.S.  firms  to  coordinate  their  export  activities 
(e.g.,  allocation  of  export  markets  and  sales  to  avoid  rivalry;  joint  bidding  to  obtain  large 
volume  and  long-term  contracts;  coordination  of  export  prices;  cost  sharing  on  developing 
distribution  networks,  marketing  and  promotion;  consolidation  of  export  shipments  to  reduce 
transportation  costs;  sharing  commercial  intelligence;  and  joint  operation  of  overseas 
warehouse  and  maintenance  outlets)  and  achieve  economies  of  scale  with  virtual  immunity 
from  antitrust  liability  at  the  state  and  federal  levels.   Currently,  more  than  4,400  firms,  many 
of  them  small  businesses,  are  operating  under  the  program's  antitrust  protection. 

Through  the  Consortia  of  American  Businesses  Program,  TD  fosters  the  formation  of  U.S. 
business  consortia  that  establish  offices  in  selected  overseas  markets  to  represent  the 
commercial  interests  of  member  firms,  primarily  small  businesses.   Commerce  provides 
awards  (up  to  $5(X),000  to  be  matched  by  award  recipients)  to  help  defray  the  cost  of 
establishing  and  operating  consortia  trade  offices.  The  commercial  offices  are  staffed  with 
industry  specialists  who  provide  consortia  members  with  export  trade  facilitation  services 
tailored  to  meet  the  needs  of  small  firms.   Typically  organized  along  industry  lines,  the  non- 
profit operations  are  especially  beneficial  to  small  companies  interested  in  gaining  a 
competitive  edge  in  emerging  and  complex  markets  (e.g.,  Eastern  Europe  and  the  Newly 
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Independent  States).   In  addition  to  federal  assistance,  the  consortia  also  may  take  advantage  of 
the  Export  Trade  Certificate  of  Review  Program.  The  current  14  award  recipients  represent 
the  coitimercial  interests  of  hundreds  of  U.S.  firms. 

Small  businesses  have  indicated  that  without  support  from  the  TD-fostered  business  consortia 
they  would  not  have  been  able  to  enter  the  evolving  markets  of  Eastern  Europe  and  the  NIS. 
The  consortia  program  alone  has  generated  more  than  $49  million  in  U.S.  business  over  a 
three-year  period  and  over  $20  million  in  the  NIS  to  date.  For  example,  TD  serves  as  a 
mentor  for  the  American  Russia  Technology  Association  (ART A),  an  award  recipient,  which 
identified  the  Russian  Broadcasting  Service  project  and  facilitated  an  alliance  consisting  of  two 
U.S.  member  firms  and  a  Russian  firm  to  establish  a  new  multi -channel  television  network 
facility  and  up  to  4,000  new  local  television  stations  to  be  located  throughout  the  Russian 
Federation.  The  construction  of  the  network  will  extend  over  a  three-year  period  with  an 
estimated  budget  of  $400  million.  In  addition  to  the  potential  sales  for  small  U.S.  companies, 
which  account  for  a  large  portion  of  the  U.S.  high-technology  industry,  and  the  initial 
potential  U.S.  market  of  $360-$400  million  in  telecommunications,  broadcasting,  production 
and  transmission  equipment,  the  project  also  will  provide  a  huge  long-term  market  for  U.S. 
exporters  of  related  components. 

TD  publishes  the  Export  Yellow  Pages  directory,  which  includes  trade  contact  information  on 
14,000  U.S.  companies,  primarily  small  businesses,  that  have  registered  their  export  interests 
for  inclusion  in  TD's  Contact  Facilitation  Service,  a  computerized  database.  The  directory 
also  includes  contact  information  on  U.S.  export  intermediaries.  Export  intermediaries  make 
marketing  and  other  resources  immediately  available  that  otherwise  might  take  years  for  a 
smaller  firm  to  develop  on  its  own;  therefore,  even  firms  that  are  not  "export  ready"  still  may 
export  —  through  these  companies.  Distributed  worldwide,  the  Export  Yellow  Pages  facilitates 
contact  between  U.S.  suppliers,  export  facilitators,  and  prospective  overseas  buyers. 
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March  8,  1994 

Mr  Raymond  £.  Vickcry,  Jr. 
Assistant  Secretary 
U.  S.  Department  of  Commerce 
Intcmatioaal  Trade  Administration 
I4th&  Constitution,  Room  3832 
Washington,  D.  C.  20230 

Dear  Mr.  Vikery 

I  would  like  to  take  this  opportunity  lo  express  my  appreciation  for  the  very  succcssftil 
Aerospace  Executive  Trade  Mission  to  the  ASEAN  region.  Although  this  was  the  first 
trade  mission  I  Kave  been  involved  in,  the  effort  put  forth  by  your  associates  should  be 
commended    I  am  encouraged  by  the  efTon  that  was  put  forth  by  our  International 
Department  of  Commeicc  to  proooote  business  for  small  companies  as  well  as  large 
companies. 

Artais  Weather  Check  is  a  small  (S5  million  sales)  privately  owTied  compajiy.  We 
manufacture  an  FAA/NWS  certified  Automated  Weather  Observing  System  for  airports. 
We  started  promoting  the  AWOS  system  internationally  in  1991 .  We  have  been 
successful  in  Taiwan  (15  systems)  and  China  (1  system)  but  not  in  the  other  ASEAN 
countries.  In  each  of  the  three  countries  that  1  visited,  Malaysia,  Thailand  and  Indortesia, 
the  interaction  between  the  Military,  Commercial  and  Government  agencies  was  very 
well  coordinated  with  qualified  potential  customers  and  capable  ageius. 

As  a  small  company.  Artais  has  not  been  able  to  enjoy  some  of  the  luxuries  that  large 
businesses  take  for  granted.  Small  Business  is  continually  faced  with  the  limited 
c^iability  of  attracting  the  proper  audicDce  and  establishing  meetings  with  the  higher 
level  decision  makers.  The  Trade  Mission  was  the  first  opportunity  fisr  Artais  to  make 
these  crucial  contacts  arkl  we  have  cooseqtiently  been  successful  io  identifying  new 
opportunities  m  each  country.  The  following  is  a  listing  of  the  projects  that  we  are 
working  on  as  a  direct  result  of  the  Trade  Mission: 

Malaysia  1 )  The  new  Kuala  Lumpur  International  Airport  has  an  existing 

requirement  for  an  AWOS  system  (potential  value  $750,000.)  2)  The  existing  Subang 
Airport  in  Kuala  Lumpur  needs  to  upgrade  their  AWOS  system  (potential  value 
$200,000.)  3)  Five  additional  airports  are  planning  for  AWOS  equipment  as  part  of  an 
overall  Air  Traffic  Control  upgrade  program. 


Artais  Weolher  ChecK,  Inc.,    4A60  Kenny  Rood.    Columbus.  Ohb   43220 
614-451-8388,  FAX  614-451-0229 

The  InnoMliiy*  Forri  in  Wtalher  Obienalion  Ttcknolog)  W^      I    "^    1995 
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Thailand         \ )  The  Thailand  Meteorological  department  is  planning  a  National 
Weather  Processing  systern  valued  at  $40  million  dollars  including  10  remote 
meteorological  systems  that  Artais  will  be  bidding  for  (potential  value  $250,000.)  2) 
Two  airports  will  be  accepting  bids  for  A  WOS  within  the  next  60  days  (potential  value 
$500,000.)  3)  Five  additional  airports  plan  A  WOS  installations  virithin  the  next  12 
months  (potential  value  $1,250,000.) 

Indonesia        This  country  has  over  300  aiipotts  in  use  by  commercial  aviation  with 
very  limited  weather  reporting  systems.  In  fact,  the  pilots  I  talJced  to  indicated  that  they 
usually  watch  CtW  in  the  mormng  to  get  an  idea  of  what  the  weather  will  be  for  the  day. 
Obviously,  the  opportunity  here  is  substantial 

If  Artais  had  not  participated  in  the  Trade  Mission  wc  would  not  be  aware  of  this  activity. 
Now  that  the  programs  have  been  identified,  wc  can  concentrate  our  efforts  on  closing 
some  of  these  sales. 

I  would  like  to  express  again  my  appreciation  for  beii\g  considered  for  this  mission.  The 
benefit  this  type  of  mission  offers  should  be  promoted  to  other  small  business  that  could 
benefit  from  top  level  meetings. 

Please  forward  my  sincere  thank  you  to  Tong  Soo  Chung,  Mike  Diaz  and  Audrey 
Smerkanich  as  well  as  the  In-Country  representatives  for  making  Ais  a  successful  trip  for 

Artais. 


Respectfully 


Charles  R  Shanklin 
President 


CC:  MiVe  Diaz 


Artais  Weoltief  Check.  Irx;.,     4660  KerYiy  Rood.     Columbus.  Ohto   43220 
6U-451-8388,  FAX  614-461-0229 
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Toward  th«t  end.  Trade  Poiai  bcc«i 
iSa  actjvc  rocniitflwM  of  buamcu  pan- 
oen  Lo  bdp  4eveiop  an  oahne  iraoarcc 
acnnoc  Thia  aervica  wo«ld  pro«i^  Ww3> 
nosses  v1(b  looK  lo  eraa  (be  world  of 

cicclmnic  commerce  and  Kl  Hp  m  i«(«f^ 
ruKajnal  Irwic  prupjna. 

Tlic  fifjt  pf^tocype  of  i*ts  fynem  *« 
prflvte^i-ed  at  the  World  Tntic  Exktb« 
tckn,  part  of  dw  Wor(d  SuniMrt  oa  Trade 
E/Tictcncy  hd^  ta  Cohimbvs  lui  Octo- 
ber. Since  then.  Tndc  hAai  USA  lui 
beea  rcfniag  the  ijntai  utd  frtalizi*)^ 
■rrangovienu  with  (he  cempamci  Ihat 
•01  be  eaatttbt(tM|  Aeir  servioca  to  the 
pn}>«c1. 

»«•  CytaniK*.  p^^a  to 


Trade  Point  to  debut  info  services  in  April 


[fdevciopnf  Tr»de  Pout  USA  waa  l*kc  boddiJ^  a 
houM.  we're  (>OMt  the  Timibms  work  rigk  low.  and 
ifirKtor  fUixkll  Smith. 

A  bctWt  MMlogy.  be  Mid.  would  hr  -r  y^rv  cA<K«1<fW 
Tndc  PoMi  «  fKigUxvtwvd.  'All  the  hoates  ara  bui'U  — 
oow  w<'rt  tookinc  for  lb<  people  to  b^e  ia  ihefp,*  hr 
lud.  Mon  trwfc  poina  and  more  coffipanies  •Inked  lo 
(hern  meani  (tte  network  will  aoon  readt  the  'critical 
nuss'  riotcisary  to  beconc  (he  major  method  of  inlcr- 
iwiional  traroactioa  for  (he  future 

Trade  Pdipi  if  rmlizing  a  lew  bey  lo/Vwvr  linkj  to 
lO  new  home  pa^  on  (he  Intcmel"^  World  *'ide  Web 
•  nd  upccti  to  luvt  It  '^U  leved'  aui  atoflib  AJdcd 
K>  ni  curretf  page  will  be  new  uvOirti  informanon  aer 
mco.  I  fotwn  «xl  a  joorval  of  tnlematiun&l  irade.  tie 


Michiet  Uini 


'.  prpcnf^  di's 


(«K&rtc«  and  adJiuoul  lioki  lo  other  data  b«Ma. 

Smxh,  now  U  hi*  lixth  mootit  m  Trade  roint'a  dtree- 
tor.  is  {ieirly  eaugh;  up  ie  the  eKchcmeat  of  opeT»*illg 
Amcrka'a  fkv  tn^or  in(emaltot«l  ir»4c  ccM«r.  Youth- 
Ail  and  artknlaie.  b<  Ulkt  k\  a  fwh.  &cti  and  figurci 
cpiltifti  ooi  aa  he  charu  Ws  vuioti  wnh  vuftn. 

Tradk  points  —  there  are  39  ao  far  frarUwidc  —  will 
help  to  remove  (rule  birrirri.  incicse  acceu  to  tndc 
iAfomialtott.  c«l  ^wiaponition  cojii  tnA  \c**i  the  (ikibal 
pfaylni  ffCld,  he  wud 

Rigtu  now.  Ihvrv  VK  ao  many  eounino  wild  $0  nany 
difTeftal  rcgalaiiona  aivd  formi.  it  mnpe^  lr»«le,  he 
Stti.  The  conlamcr  ah^  thM  co«nrs  ink>  port  \i>y  IVM 
poundi  of  papcr»%ork  for  thai  cago  —  thai*a  go*  to 
••or  ■■  Smith  said 

Owe  tnthc  injwmg.iwircnea  of  ibe  Trade  Points  and 

(he  KO*d  lo  i«dw«<  ifa<^  coaUk  Smtlh  wid  ibc  nrxl  ph«x 
of  Cn<Je  will  ifKlude  thr  jt.intJsrd«Jlion  of  Torro 
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increased  ttict  vtjlumc,' Slunklin  uid. 

ArUii'i-Tiimn  onke  spauiKa^ls  the 
exp*n>ion  effort.  Thai  lo«m  concen- 
Irttei  on  the  Pacific  Rim  countries 
which  Shtnklin  iccj  as  holding  Ihc 
moti  potenilal  for  i«lci  "Tbeir 
economic)  wc  growing  lubstindally. 
but  tiiey  doa'l  htvc  sufTjcient  iofiajtmc- 
ture  and  air  (nITK  control  sysieon  (o 
support  ripidly  growing  tiid  expanding 
tconomies.  Air  tnniport  ii  the  key  to 
commcTce,**  Shanldin  aid. 

The  gDvemmeol-iponsored  (tip  l»sl 
atonlh  gihcfcd  U.S.  buiineu  executiv«j 
to  three  of  these  po<c<iliil  market*  — 
Thailand,  Mtlayiia  and  Indonesia.  One 


day  in  each  country  was  reierved  for 
meetinga  with  potenlral  buiineai  con- 
tacts. 

In  Malsywa,  Shanklin  had  15.  thirty- 
minute  mtetingt  from  9  a.m.  to  3:J0 
p.m.  Though  Thailand  and  Indoncjia 
meelingi  weren't  as  numerous, 
Shmklin  iiid  he  was  sought  out  in  all 
three  countries.  "I  had.  in  moil  CA^ev 
mote  appoinimenu  than  anyone.  Thai 
shows  thai  people  are  imerested  in  our 
products,"  be  t*id. 

The  Arnerican  execviuves  were  given 
advance  infonnalion  on  the  thiee  cotm- 
tries  and  met  with  the  fcwcign  commer- 
cial officers  al  each  U.S.  Embassy. 
American  rnilltary  officers  based  in  the 
countries  were  also  able  to  provide 
informalior  and  contacts. 

'The  raajor  benefit  to  ui  as  a  small 
company  was  the  ability  to  meet  ionK 


of  the  directors  of  the  programs  aod  pri- 
mary decision-maJiers  in  large  prognau 
that  we  otherwise  wouldn't  have  gotten 
the  audience  for.  As  a  small  comptny, 
it's  hard  for  us  to  call  these  people  Ic 
requests  meeting,"  Shutklin  said.  - 

Though  some  of  the  contacts  reeded 
services  thai  a  low-volunie,  small  busi- 
acaa  can't  provide,  Shanklin  still  law 
potential.  He  sees  his  bu^incaa  growth 
matching  that  of  his  potential  cus- 
tomers 

"Malaysia  is  planning  a  now  aiiport 
that  is  supposed  to  handle  the  capacity 
of  KXj-million  passengers  per  year  by 
the  year  2023.  That's  twice  the  size  of 
Chicago  today,"  Shanlclin  said.  He 
added  thai,  when  these  counlries  build 
huge  hubs,  they  need  to  upgrade  the 
smtllo  airports  to  keep  up. 
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